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THE RICARDIAN THEORY OF VALUE AND DISTRIBUTION 


GEORGE J. STIGLER 
Columbia University 


To David Ricardo 
MY DEAR SIR: 


January 22, 1821 


I hope you will have the goodness to state to me your opinion on this point [the effect of changes 
in wages on values of goods}, for it is one on which of all others I most wish to have sound opinions 


NGLISH economics was in a state of 
E ferment at the beginning of the 
nineteenth century; Adam Smith 
had founded no cult. The period teemed 
with able economists; yet David Ricar- 
do, within a decade of his debut, was the 
acknowledged leader of the young science 
of economics. Within this decade, indeed , 
his chief work was done; and it was suffi- 
cient to make him the most influential 
economist of his century. This was an 
extraordinary achievement of an extraor- 
dinary man. 

I propose to set forth in this essay my 
understanding of Ricardo’s basic con- 
tributions to the theory of value and dis- 
tribution. In order to provide a sketch of 
the setting in which Ricardo wrote, | 
shall first trace the development of two 
main strands of his theory, the theories of 
population and rent.’ 


Yours most faithfully, 
J. R. 


I. THE THEORY OF POPULATION 

lf we put aside Smith’s principles of 
the workings of competitive markets, the 
first pillar of the Ricardian system to be 
erected was the theory of population. 
Although this theory has an extensive 
pre-Malthusian history and gave rise to 
an enormous early nineteenth-century 
literature, we shall begin with a sketch of 
the immediate setting in which Malthus 
presented the theory and shall trace its 
development in Malthus’ and Ricardo’s 
hands. 

William Godwin, an exponent of an in- 
tellectual naturalism which did not quite 
extend to anarchism, achieved consider- 
able fame in the closing years of the 

‘A draft of this paper was completed before the 
magnificent edition of Ricardo’s works edited by 
Sraffa and Dobb began to appear. I have decided 


to leave for another occasion the discussion of the 
new information which this edition contains. 
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eighteenth century. He proposed the 
abolition of property, almost all govern- 
ment and law, marriage, the division of 
labor, and diverse other social institu- 
tions but by peaceful means. It was in- 
separable from his thought that such “‘re- 
forms'’ were meritorious only in the 
measure that they were freely embraced 
by all men; for example: 


If, in any society, wealth be estimated at its 
true value, and accumulation and monopoly be 
regarded as the seals of mischief, injustice, and 
dishonour, instead of being treated as titles to 
attention and deference, in that society the ac- 
commodations of human life will tend to their 
level, and the inequality of conditions will be de 
\ revolution of opinions is the only 
means of attaining this benefit 
very attempt to effect this purpose by means 
of regulation, will probably be found ill con 
ceived and abortive. Be this as it will, every at- 
tempt to correct the distribution of wealth by 
individual violence, is certainly to be regarded 
is hostile to the first principles of public secu- 
rity 


stroved 
inestimable 


(sodwin accordingly not only opposed vi- 


vlence and revolution but explicitly 
stated that “the equality for which we 
are pleading, is an equality which would 
succeed to a state of great intellectual im- 
provement.’ 

The rationale of this philosophy is that 
social systems mold the characters of 
their members and that most or all of the 
vices of man are therefore attributable to 
social institutions: ‘What is born into 
the world is an untinished sketch, with- 
out character or distinctive feature im- 
pressed upon it.’’* The gradual elimina- 
tion of institutions such as property, to- 
gether with the irresistible triumph of 
truth, would eliminate unsocial ambi- 
tions, avarice, sloth, and other imperfec- 
tions of man. Godwin’'s vision was noble 
and his arguments candid and often in- 

*Enguiry concerning Political Justice (3d ed 
London, 1798), II, 441 


, p. 480 *1bid., 1, 37 


GEORGE J. STIGLER 


genious. If he was inexcusably neglectful 
of the intluence of men on institutions, he 
was right in stressing the influence of in 
stitutions on men. 

In the penultimate chapter of Political 
Justice, we should note, Godwin dis- 
cussed Robert Wallace’s earlier rejection 
of equality because of ‘the principle: of 
population.’’ Godwin disputed this pessi- 
mistic view on two scores. The first was 
a brief allusion to the efficacy of moral re- 
straint: ‘It is impossible where the price 
of labour is greatly reduced, and an add- 
ed population threatens a still further re- 
duction, that men should not be consid- 
erably under the influence of fear, 
respecting an early marriage, and a nu- 
merous family.’* The second was that 
the problem was of no immediate con- 
cern: three-quarters of the globe was un- 
cultivated, men wasted most of their pro- 
ductive efforts (under existing institu- 
tions) on meretricious objects, and 
**myriads of centuries” would pass before 
overpopulation was a real problem.® 

By a different route Condorcet reached 
a similar view of the good society 
which, however, allowed a much larger 
place to the sciences.’ He believed also in 
the perfectibility of man and the inevi- 
tability of progress, moral 
grounds than because a historical survey 
emphasized to him the cumulative char- 
acter of knowledge and liberty. He, too, 
noticed the population problem in a re- 
gime of equality: 


less on 


It may, however, be demanded, whether, 
amidst this improvement in industry and happi 
ness, where the wants and faculties of men will 
continually become better proportioned, each 
successive generation more various 
stores, and of consequence in each generation 


possess 


[bid., II, 517. 

Ibid, p. 518 

? Outlines of a Historical View of the Progress of 
the Human Mind (London: J. Johnson, 1795); the 
original French edition appeared in 1793 
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the number of individuals be greatly increased; 
it may, I say, be demanded, whether these prin- 
ciples of improvement and increase may not, by 
their continual operation, ultimately lead to 
degeneracy and destruction? Whether the num- 
ber of inhabitants in the universe at length ex- 
ceeding the means of existence, there will not re- 
sult a continual decay of happiness aad popula- 
tion, and a progress towards barbarism, or at 
least a sort of oscillation between good and 
evil?* 
This problem, however, lay far in the fu- 
ture because of the prospective great ad- 
vances of technology, and, should it ever 
threaten to become real, Condorcet al- 
luded to the possible development of 
contraceptives: 

prior to this period [of overpopulation] the 
progress of reason will walk in hand with that of 
the sciences; that the absurd prejudices of su- 
perstition will have ceased to infuse into morali 
tv a harshness that corrupts and degrades, in- 
stead of purifying and exalting it; that men will 
then know, that the duties they may be under 
relative to propagation will consist not in the 
question of giving extstence to a greater number 
of beings, but happiness; will have for their ob 
ject, the general welfare of the human species; of 
the society in which thev live; of the family to 
which they are attached; and not the puerile 
idea of encumbering the earth with useless and 
wretched mortals.’ 


Among the admirers of Godwin and 
Condorcet, as we know, there was a Dan- 
iel Malthus, and his advocacy of their 
doctrines led his son, Thomas Robert, to 
devise the counterarguments soon pub- 
lished as An Essay on the Principle of 
Population (1798). The Essay sought to 
demonstrate the impossibility of all such 
schemes for the major improvement of 
mankind because they violated natural 
(biological) laws. We may summarize the 
argument briefly in Malthus’ own words. 
Two postulates are stated to be sufficient 
for this vast demonstration: 

First, That food is necessary to the existence 
of man 


* Thid., pp. 344-45 * pp. 346-47 
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Secondly, That the passion between the 
sexes is necessary, and will remain nearly in its 
present state.'° 


Actually, several further assumptions are 
required, and they are implied in the 
basic statement of the theory: 


Assuming then, my postulata as granted, I 
say, that the power of population is indefinitely 
greater than the power in the earth to produce 
subsistence for man. 

Population, when unchecked, increases in a 
geometrical ratio. Subsistence increases only in 
an arithmetical ratio. A slight acquaintance 
with numbers will show the immensity of the 
first power in comparison of the second 

By that law of our nature which makes food 
necessary to the life of man, the effects of these 
two unequal powers must be kept equal 

This implies a strong and constantly operat 
ing check on population from the difficulty of 
subsistence. This difficulty must fall some 
where; and must necessarily be severely felt by 
a large portion of mankind.” 


Thus the argument moves rapidly; by 
page 37, Malthus feels ‘‘at a loss to con- 
jecture what part of it can be denied.” 

The ratios are supported with a par- 
simony of evidence. Only one example 
was necessary to show the power of popu- 
lation to grow at a geometrical rate—it 
doubled every twenty-five years in the 
United States.” The law of growth of 
subsistence is supported by assertions of 
incredulity : 

Let us now take any spot of earth, this Island 
for instance, and see in what ratio the subsist- 
ence it affords can be supposed to increase. We 
will begin with it under its present state of cul 
tivation. 

If I allow that by the best possible policy, by 
breaking up more land, and by great encourage 

Essay (“‘Reprints of the Royal Economic 
Society” [London, 1926}), p. 11 

[bid., pp. 13-14. 


2 Jbid., p. 20. This fact came from Richard 
Price’s Observations on Reversionary Payments (4th 
ed.; London, 1783), I, 282, where it is restricted to 
the “northern colonies.” It represents the estimate of 
a Dr. Styles, and the role of immigration is not dis- 
cussed by Price or by Malthus 
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ulture, the produce of this Island 
led in the first twenty-five vears, I 
ng as much as any person 

v-five years, it is impossible 
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be contrary to all our knowl 
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s then take this for our rule, 

ly far beyond the truth; .. . The 
siastic speculator cannot suppose a 
1 this. In a few centuries it 
icre of land in the Island like 


ease thar 


Mimanke ever 


this ratio of increase is evidently arithmet 

The contradiction between the ratios 
is solved by the checks to population, all 
of which may be classified under two 
heads. The basic, inevitable check is 
misery, operating through all the chan- 
nels that malnutrition may find. A sec- 
ond, highly probable, check is vice, under 
which Malthus includes not only sexual 
promiscuity but at times also war. Still an- 
postponement of marriage 
hecause of prudence is mentioned, but it 
is given little attention, because in Mal- 
thus’ opinion it is almost always accom- 
panied by vice.'* Condorcet’s suggestion 
of contraception is dismissed with a 


other check 


reprimand.” 

Let us now probe more deeply. Are the 
two ratios to be taken literally? One can- 
not be too sure of Malthus’ intention; 
certainly he used these ratios frequently 
enough to the end of his life. But one can 
say that they were often taken literally 

' Essay, pp. 21-22 
Lbid., pp 28-29, 62-70 
He alludes, either to a promiscuous concubi- 
vuld prevent breeding, or to something 


To remove the difficulty in this 
in the opinion of most men, be, 


nage, which w 

nnatural 
way, surely 
to destroy that virtue, and purity of manners, which 
the advocates of equality, and of the perfectibility of 
profess to be the end and object of their views” 
154 
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man, 
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and that to them the Essay owed its pow 
erful impact. It would have been enough 
for Malthus’ position if he had merely 
asserted that the rate of growth of popu- 
lation, unless repressed by the checks, 
far exceeded the rate of growth of sub- 
sistence. Yet, from the viewpoint of per- 
suasion, the ratios probably had to be of 
different mathematical forms. Although 
an annual increase of population by 2 per 
cent would as surely overwhelm an an- 
nual increase of 1 per cent in the means 
of subsistence--the former doubles in 
thirty-five years, the latter in seventy 
years —it would have reduced the argu- 
ment to the question of the facts of 
growth, and here no man’s voice was 
loud. 

No explicit trace of the law of dimin- 
ishing returns was present; yet Malthus’ 
ratios implicitly assumed sharply dimin- 
ishing returns, for his numbers define the 
production function, 


L 


2P-1, 
where L is labor (proportional to popula- 
tion) and P is produce. With this produc- 
tion function, indeed, if workers received 
a wage equal to their marginal product, 
the aggregate wage bill would be inde- 
pendent of the size of the labor force, and 
population simply could not grow!" 
Finally, was the level of subsistence of 
the masses some biological minimum or 
was it culturally determined? Malthus is 
reasonably clear that usually it is a cul- 
tural minimum, well above the biological 
minimum. For he admits of ‘‘some varia- 
tion for the prevalence of luxury, or of 
frugal habits,’ and agrees with Adam 
Smith that the population would increase 
greatly if Englishmen were to adopt a 
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potato diet.'” We should notice that this 
cultural minimum impairs some of the 
arguments against perfectibility, for men 
can presumably be taught to insist upon 
a high minimuin. It does not affect the 
law as an economic generalization, how- 
ever, if the minimum is fairly stable. 
Godwin replied to Malthus (and to 
other less temperate critics) with cour- 
tesy and cogency.'* The principle of pop- 
ulation was greeted as a major contribu- 
tion to political economy and to the un- 
derstanding of society. But, Godwin 
properly argued, this principle denied all 
possibility of large progress and had no 
special relevance to Godwin’s proposals.'® 
Nevertheless, it did bear also on God- 
win's hopes; and against it he had two 
defenses. First, infanticide, abortion, and 
similar practices, though “‘painful and re- 
pulsive,”’ are preferable to Malthus’ 
checks of misery and vice: “If the alter- 
native were complete, I had rather such 
a child should perish in the first hour of 
its existence, than that a man should 
spend seventy years of life in a state of 
misery and vice.’’*’ Second, men of the 
more enlightened classes already post- 
pone marriage to avoid the poverty re- 
sulting from a great family, and in God- 
win’s society this prudence will be char- 
acteristic of the entire population.” Sure- 
ly Godwin was right, judged not only by 
the historical fact that this was the one 
objection to his system that the nine- 
teenth century removed but also by con- 
temporary evidence of widespread post- 
ponement of marriage, which indicated 


Essay, pp 
'* Thoughts Occasioned by the Perusal of Dr. Pars's 
Spital Sermon (London, 1801) 


'**The reasonings of the Essay on Population 
did not bear with any particular stress upon my 
hypothesis ” (ibid., p. 55) 


2° [hid., p. 65 
" [bid., pp. 72-73 
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that this sort of behavior was not beyond 
mortal man. 

Malthus capitulated, while still claim- 
ing victory, when in the second edition of 
the Essay (1803) he gave special promi- 
nence to a new preventive check (in addi- 
tion to vice) to population-—moral re- 
straint: 

The preventive check, is peculiar to man, and 
arises from that distinctive superiority in his 
reasoning faculties, which enables him to calcu 
late distant consequences These considera 
tions are calculated to prevent, and certainly do 
prevent, a great number of persons in all civi 
lized nations from pursuing the dictate of nature 
in an early attachment to one woman 

If this restraint does not produce vice, as in 

many instances is the case, and very generally 
so among the middle and higher classes of men, 
it is undoubtedly the least evil that can arise 
from the principle of population.” 
Given the possible--although in Mal- 
thus’ opinion the improbable —efficacy of 
the moral restraint, Godwin had carried 
this issue; and, with the steady decline of 
his popularity and influence, he was also 
losing the argument for perfectibility. 
Henceforth, however, population _re- 
ceived more attention, and Godwin's 
schemes less. Yet this origin left a per- 
manent imprint on the formulation of 
Malthus’ doctrine, and it explains in part 
why he was content to leave the econom- 
ics of population at a very preliminary 
stage. 

Aside from the addition of the check by 
moral restraint, only one substantially 
new factor was introduced in the later 
editions of the Essay, and this was di- 
minishing returns: 


®@ Parallel Chapters from the First and Second 
Editions of an Essay on Population, ed. W. J. Ashley 
(New York, 1895), pp. 87, 88. Moral restraint is 
formally defined as the preventive check ‘‘which is 
not followed by irregular gratifications” (ibid., p. 90) 
It is apparent that only on strained meanings will 
misery, vice, and moral restraint embrace all checks 
to population, as Malthus repeatedly claims. He is 
forced to discuss emigration as a short-lived pallia 
tive and alludes to contraceptives as a form of vice 
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hen acre has been added to acre till all the 

land is ocenpied, the vearly increase of 
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This is a stream, 
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This concept of diminishing returns if 
anything so muddy can be called a con 
pt was not elaborated or given much 
emphasis, and Malthus was quite willing 
to deny diminishing returns when a par 
ticular point might be served.** 

Indeed, one is impressed by Malthus’ 
lack of interest in the economics of popu 
lation. The concept of a subsistence level 
is not analyzed, nor are the factors which 
determine its height and changes isolat- 
ed. The time necessary for population to 
respond to changes in the means of sub 
sistence is left vague: Is it two years,” or 
is it the generations during which social 
customs respecting marriage are slowly 


moditied ? 

Most important of all, there is no anal- 
ysis of the factors which govern the rate 
of growth of output and hence (on his 
theory) of population. Some elements of 
such a theory are implicit in Malthus’ de 
fense of the mixed agricultural-commer- 
cial (industrial) economy.* Malthus was 


a forerunner of the current writers on the 
Jind., pp. 82, 84 

™ For example, he that in England 
liminishing returns did not hold in the twenty vears 
1814 (Essay [8th ed.; London, 1878], pp 
Here Malthus was arguing for import duties 


asserts 


hefore 
ol 


oncor 

Thid., p 
, ™lbid., Book IIT, chaps. viii-x. His proagricul- 
tural bias diminished but did not disappear with 
time (see J. Bonar, Malthus and His Work (London, 
1924], pp. 245 ff 


“industrialization of backward areas’’; 
his variation, however, was the equally 
desirable “‘agriculturalization of indus- 
trial areas.” 

Malthus assumed that the welfare of 
the masses of population depended chief 
ly on the supply of bread; so agriculture 
was the basic industry. The chief role of 
manufactures and this only in a society 
with an unequal (‘‘feudal’’) distribution 
of property was to entice the landlords 
to cultivate the land intensively to pro 
cure luxuries. In his own words: 

Agriculture is not onlv, as Hume states, that 
species of industry, which is chiefly requisite to 
the subsistence of multitudes, but it is in fact 
the sole species by which multitudes can exist; 
and all the numerous arts and manufactures of 
the modern world, by which such numbers ap 
pear to be supported, have no tendency what 
ever to increase population, except so faras they 
tend to increase the quantity and facilitate the 
distribution of the products of agriculture.*’ 


This would suggest that a nation ought 
to be agricultural; and Malthus skirts 
this view but rejects it because — a char- 
acteristic irrelevance -some agricultural 
nations have poor governments or a poor 
distribution of ownership of property and 
because manufactures provide a market 
for labor that undermines feudalism.” 

Yet he rejects the commercial nation 
even more completely. Foreign competi- 
tion will eventually eliminate large prof- 
its from manufacturing, and so also will 
domestic competition. (Malthus seems to 
have had the peculiar notion that the 
competitive rate of return in manufac- 
tures must soon fall to low levels, with 
the accumulation of capital, but that in 
agriculture it remains high.) The indus- 
trial nation may suffer if its agricultural 

”? Essay (8th ed.), p. 112 

™ Another advantage claimed for manufactures 
is that wages are in proportion to corn prices, so 
the nonfood component of the standard of living of 
the masses will be larger with cheap manufactures 
This is simply inconsistent with the principle of 
population 
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customers suffer from indolence or mis- 
government, and more certainly it must 
decline when eventually the agricultural 
nations develop their own manufactures. 
The mixed economy somehow avoids all 
these objections and reaps all the advan- 
tages of both systems. 

Here, as elsewhere, Malthus purveyed 
a strange mixture of occasional insights 
and drab fallacies. His belief in the essen- 
tially developmental role of a nation’s 
specialization clashed with his belief that 
a balanced economy represented an opti- 
mum and stable policy. He was able to 
dismiss the prosperity flowing from trade 
and industry only by shrinking genera- 
tions into hours, and England would 
never have risen to its pinnacle if it had 
followed his advice. 

The Essay became much longer and 
vastly duller, when Malthus added long 
accounts of population in ancient, primi- 
tive, and modern agricultural and indus- 
trial states. These descriptive accounts 
did not demonstrate the principle of 
population, as he claimed; rather, they 
demonstrated that death comes in many 
forms and that births are influenced by 
social customs. Malthus simply had no 
canons of evidence. He recited --and em- 
broidered travelers’ accounts of primi- 
tive societies, seizing like a gossip colum- 
nist upon every reference to misery and 
vice and ignoring those to prosperity or 
virtue. He found the principle of popula- 
tion confirmed in the prosperity of Eng- 
land during the twenty years before 1811 
and also by the depression after the 
Napoleonic wars.” 

What evidence could have been used 
to test the theory? If the subsistence 
level has any stability, and hence any sig- 
nificance, Malthus’ theory was wrong if 
the standard of living of the masses rose 
for any considerable period of time. He 
did not investigate this possibility (but 

Essay (Sth ed ), p. 425 
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see below) and ignored the opinions of 
such authorities as Sir Frederick Eden 
that it had been rising for a century.” 
His theory was also contradicted if pop- 
ulation grew at a constant geometrical 
rate in an “‘old’’ country, for then the 
means of subsistence were also growing 
at this rate, since population never pre- 
cedes food.” Despite the rapid increase of 
population in almost all western Euro- 
pean nations at the time, which he duly 
noted, he persisted in considering this as 
only a confirmation of his fecundity hy- 
pothesis. 

Malthus kept his Political Ecanomy in 
a separate compartment from his Essay. 
Though there were many uses of, and 
many deferential references to, the prin- 
ciple of population in the Political Econo- 
my, in the discussion of wages the prin- 
ciple was substantially ignored. For ex- 
ample: 

This great increase of command over the first 
necessary of life [from 1720 to 1750) did not, 
however, produce a proportionate increase of 
population. It found the people of this count#ys 
living under a good government, and enjoying 
all the advantages of civil and political liberty in 
an unusual degree. The lower classes of people 
had been in the habit of being respected, both 
by the laws and the higher orders of their fellow 
citizens, and had learned in consequence to re- 
spect themselves. The result was, that their in 
creased corn wages, instead of occasioning an in 
crease of population exclusively, were so expend 
ed as to occasion a decided elevation in the 
standard of their comforts and conveniences.” 


In a historical survey of wages, he finds 
them rising from the mid-fourteenth to 


® The State of the Poor (London, 1797), I, 500 fi 

Essay (8th ed.), p. 384 n. 

In the first edition of the Essay, Malthus con- 
jectured that the population of England was almost 
stable: ‘It is difficult, however, to conceive that the 
population of England has been declining since the 
revolution; although every testimony concurs to 
prove that its increase, if it has increased, has been 
very slow” (p. 314). 

% Principles of Political Economy (2d ed.; ‘‘Lon 
don School Reprints,” 1936), p. 228 
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the sixteenth century, then falling for a 
century hardly a clear example of a 
strong tendency of wages to approach a 
subsistence level.** Indeed, Malthus goes 
so far as to investigate the factors (liber- 
ty and education) which lead workers to 
increase their standard of comfort rather 
than their numbers when income rises. 
Like a successful general, Malthus occu- 
pied all the positions 

Ricardo accepted the simple version of 
the first edition of the Essay, in which 
wages were always equal to some fixed 
(“‘subsistence’’) level in the long run: 

No point is better established, than that 
the supply of labourers will always ultimately be 
in proportion to the means of supporting them 

So great are the delights of domestic so 
ciety, that in practice it is invariably found that 
an increase of population follows the amended 
condition of the labourer.* 

This was Ricardo’s general assump 
tion; but, when he came to analyze 
wages, the Malthusian theory was vir- 
tually ignored: 

Notwithstanding the tendency of wages to 
conform to their natural rate, their market rate 
may, in an improving society, for an indefinite 
period, be constantly above it; lor no sooner 
may the impulse, which an increased capital 
gives to a new demand for labour be obeyed, 
than another increase of capital may produce 
the same effect; and thus, if the increase of capi 
tal be gradual and constant, the demand for 
labour may give a continued stimulus to an in 
crease of pret pole 

It is not to be 
price of labor, estimated even in food and neces 


understuod that the natural 
sanes, is absolutely fixed and constant. It varies 
at different times in the same country, and very 


materially differs in different countres.** 


* Jbid., Book 1, chap. iv. The investigation was 
tenuous in the extreme, how ever; only the prices ul 
corn and labor were compared, on his customary 
assumption that grain was the basic element of the 
standard of living of the workers. [f it ever had this 
role, it had probably lost it by the seventeenth 
century 

* Principles of Political Economy and Taxation 
ed P. Sratla and Dobb (Cambridge, England, 
1951), pp. 292, 407; also pp. 219, 398 
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Even the arithmetic rate of growth of 
subsistence is questioned: 


It has been calculated, that under favourable 
circumstances population may be doubled in 
twenty-five years; but under the same favour 
able circumstances, the whole capital of a coun 
try might possibly be doubled in a shorter 
period.” 


One can disregard the last passage, as 
pertaining only to new countries, but the 
indefinitely prolonged excess of the mar- 
ket over the natural wage rate and the 
possibility of a steady upward movement 
of the natural rate must simply be re- 
corded as correct views which Ricardo 
did not know how to incorporate into his 
theoretical system. 

The later history of the Malthusian 
theory is beyond our province, but we 
should notice that it was not popular 
among the best economists. Longfield re- 
jected the theory, and Senior proposed, 
in an ironical letter to Malthus, an alter- 
native “nomenclature”: “I should still 
say, that, in the absence of disturbing 
causes, food has a tendency to increase 
faster than population, because, in fact, 
it has generally done so. .. .”’** Had not 
John Stuart Mill lent to it his great 
authority, it would have been declining 
rapidly in importance by mid-century 

The “principle of population” had the 
dubious honor of receiving from history 
one of the most emphatic refutations any 
prominent economic theory has ever re 
ceived. It is now fashionable to defend 
Malthus by saying that his theory ap 
plies to other places and times than those 
to which he and his readers applied it. 
This may be true, but it is tantamount tu 
scientific nihilism to deduce from it any 
defense of Malthus. It is an odd theory 

* Ibid., pp. 94-95, 96 [bid., p. 98 

Lectures on Political Lconomy 
Reprints” |London, 1931 \ppendix 


% Two Lectures on Population (London 
p. $8 


“London School 


1829), 
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that may not some day and somewhere 
find a role; for every answer one can find 
a correct question. 

And yet Malthus deserves commenda- 
tion for two important services that rise 
above the quality of his work. The first 
is that he gave population an important 
role in economic theory. The very failure 
of his theory was a large cause for the 
near-abandonment of population studies 
by later economists, and this seriously re- 
duces his contribution to economics but 
does not eliminate it. The second service 
was the recognition that it is possible to 
deal fruitfully with population in terms 
of conventional economic theory. The 
identification of cost of subsistence with 
cost of production was illegitimate, but 
the explanation of birth-rate differentials 
through differentials in costs may well 
prove to be an important avenue through 
which economists may make contribu- 
tions to the study of population. 


II. THE THEORY OF RENT 


England began its era of continuous 
importation of wheat — sporadic importa- 
tion began a generation earlier --in the 
same year that it embarked upon the 
Napoleonic Wars, 1793. In June of this 
year, wheat was 51s. a quarter. It rose to 
80s. in 1796, and after a drop rose again 
to 128s. in 1801, fell again up to 1804, 
and then began to rise and finally reached 
152s. in August, 1812. Thereafter it fell 
sharply but irregularly, until it had fallen 
to 41s. by 1822.* The law of 1804 provid- 
ed for export bounties if the price fell be- 
low 54s. and high import duties (30s.) 
when the price was less than 60s., but low 
duties (73d.) when the price was above 
66s. The wartime inflation had wholly 
outmoded this act, and moves for new 

See C. R. Fay, The Corn Laws and Social Eng 


land (Cambridge, England, 1932); and Thomas 
Tooke, A History of Prices (London, 1838), II, 390 
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protection began in 1813, as prices began 
to fall; and in 1814 both Lords and Com- 
mons appointed committees to report on 
the question. Their reports were the ap- 
parent stimulus to the publication of the 
pamphlets of West and Malthus. (At 
least West's pamphlet, however, was'no 
stimulus to Lords and Commons; in 1815 
they enacted a prohibition on importa- 
tion when the price fell below 80s. and 
free importation at higher levels.) 

The hearings before these committees 
emphasized the relationship between the 
high corn prices and the more intensive 
and extensive cultivation of the soil in 
the years up to 1812. Indeed, even the 
questions before the Lords’ committee 
were sufficiently emphatic on the rela- 
tionship: 

If the prices continue as low as at present, 
even if vou were topay no rent forsuch a farm as 
yours is, could you continue to raise grain and 
cultivate it in the same expensive manner you 
have recently cultivated it? (Reply: “Certainly 
not» .. 1 must certainly discharge one third of 
mv hands.”’) 

Supposing that wheat was to fall to 3/. 10s 
permanently upon an average,... could the 
farmer continue to cultivate that species of land 
which you have mentioned as being poor cold 
land? (Reply: “I think not; that would be the 
lowest price; he could scarcely get any profit 
upon that.”)" 


Although there were ample clues for the 
development of the classical rent theory, 
it would be unjust to treat the inventors 
of the theory as mere codifiers of general- 
ly accepted and realized truth. These 
hearings had their full share of irrelevan- 


cies and inconsistencies—as hearings 
usually do-—and the outlines of the theo- 
ry in the facts of the time are undoubted- 
ly much clearer to modern than to con- 
temporary eyes.” 

“ Reports Respecting Grain, and the Corn Laws 
(‘Sessional Papers, 1814-15""), V, 18, 30 


® Thus Arthur Young listed the rise of popula 
tion, taxes, and foreign trade (as a measure of 
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Had Sir Edward West been less suc- 
cessful in the law, he might have been a 
leading economist of the era. His pam- 
phlet displays a mind that was inventive 
and logically bent, and he had a rare tal- 
ent for marshaling evidence to bear on a 
theory.” He immediately sets forth “a 
principle in political economy”: 

Phe principle is simply this, that in the prog 
ress of the improvement of cultivation the rais- 
of rude produce becomes progressively more 


expensive, Or, | other words, the ratio of the net 


swroduce of land te its gross produce is continual 


diminishing 

Fach equal additional quantity of work be 
stowed on agriculture, vields an actually dimin 
ished return, and of course if each equal addi 
tional quantity of work vields an actually di 
minished return, the of the work be 
stowed on agriculture in the progress of im 

rovement, vields an actually diminished pro 
portionate return. Whereas it is obvious that an 


equal quantity of work will always fabricate the 
aa 


whole 


same quantity of manufactures 


rhe “progress of improvement” must be 
interpreted to mean the growth of out- 
put, West, like Malthus and Ricardo, 
gave little thought to technological im- 
provements. The mistaken identification 
of diminishing average and diminishing 
products continued 
throughout the Ricardian literature. 
West found diminishing returns to be due 
to the necessity to inferior 
lands,” but more fundamentally it was 


marginal also 


for resort 


due to the diminishing returns from more 
intensive cultivation. This was proved by 


wealth) as the suthcient explanations for the rising 
price of corn, and he attributed the rise of rents 
chiefly to investments of landlords (Report from the 
Select Committee on Petitions Relating to the Corn 
Laws of This Kingdom (‘Sessional Papers, 1813-14", 
ITT, 82, 86 


The Application of Capital to Land (1815), re 
printed with an Introduction by J. H. Hollander 


Baltimore, 19038 


“Thid , pp. 9, 12. The mistaken equivalence of 
the first two parts of the first sentence will be no 


ticed later 
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what was essentially an inference from 
the fact that simultaneous cultivation of 
different grades of soil existed in stable 
equilibrium: 

And the very fact that in the progress of so 
ciety new land is brought into cultivation, 
proves that additional work cannot be bestowed 
vith the sarne advantage as before on the old 
land. For 100 acres of the rich land will, of 
course, vield a larger return to the work of 10 
men, than 100 acres of inferior land will do, and 
if this same rich land would continue to vield the 
same proportionate return to the work of 20 and 
30 and 100 as it did to that of 10 labourers, the 
inferior land would never be cultivated at all.” 


West contributed two additional lines 
of demonstration of the law, and both 
were ingenious, although unconvincing. 
The first is summarized in his own words: 


The diyision of labour and application of 
machinery render labour more and more pro- 
ductive in manufactures, in the progress of im- 
provement; the same causes tend also to make 
labour more and more productive in agriculture 
in the progress of improvement. But another 
cause, namely, the necessity of having recourse 
to land inferior to that already in tillage, or of 
cultivating the same land more expensively, 
tends to make labour in agriculture less produc 
tive in the progress of improvement. And the 
latter cause more than counteracts the effects of 
machinery and the division of labour in agricul- 
ture; because, otherwise agricultural labour 
would either become more productive, or re 
main equally productive, in the progress of im 
provement 

In either of which cases, since labour in man 
ufactures becomes more productive, all labour 
would become more productive, and the profits 
of stock, which are the net reproduction, would, 
of course, rise in the progress of improvement 
But the profits of stock are known to fall in the 
progress of improvement, and, therefore, neither 
of the first two first suppositions is the fact, and 


“Consider the case of a new colony; the first 
occupiers have their choice of the land, and of 
course cultivate the richest spots in the country: the 
next comers must take the second in quality, which 
will return less to their labour, and so each successive 
additional set of cultivators must necessarily pro 
duce less than their predecessors” (ibid., p. 13 


* Thid, p. 14 


labour in agriculture must, in the progress of im 
provement, become actually less productive. It 
is then shewn that this effect cannot be pro 
duced by a rise in the real wages of labour.” 


Unfortunately, the last sentence claims 
too much: he was not able to show that 
the fall in the rate of profits covld not be 
due to a rise of wages.** This tlegantly 
contrived analysis is very similar to 
Ricardo’s theory, except that the fall of 
profits is a historical generalization rath- 
er than (as with Ricardo) an analytical 
theorem. 

The second proof was that, as a matter 
of historical fact, rent was a declining 
share of the total product of agriculture, 
and this was equivalent to diminishing 
returns an equivalence so complete 
that this was an alternative way of stat- 
ing the law of diminishing returns. But a 
decline of rent relative to total produce 
does not rigorously imply either dimin- 
ishing average product or diminishing 
marginal product of labor; wage rates 
may be rising enough to cause the decline 
in the share of rent.** The argument is 

[hid., pp. 23 24 

*? West used three lines of argument to show 
this. First, he asserted that the rate of popula- 
tion increase diminishes in the progress of improve- 
ment, so that, on Malthusian grounds, real wages 
must be diminishing (idid., p. 20). He was factually 
wrong on population growth, and it seems incon- 
sistent to employ Malthus’ theory, which assumes 
constant real wages, to disprove the existence of ris- 
ing real wages. Second, he argued that high wages 
are always accompanied by a high rate of protits 
In substance he held a wage-fund doctrine and 
believed that high profit rates would lead to a high 
rate of increases of the wages fund (the degree of 
parsimony being given) and thus to a more rapid 
rise of wage rates (ibid., pp. 22-23). Third, he argued 
that wages and prolits are both high in America, so 
that high wages are not the cause of low profits 
ibid., pp. 21-22). But at most this shows that profits 
depend upon other variables as well as on wage rates. 

** Let P be product, V, the number of laborers, 
and P’ the marginal product of labor. Then the 
proportion of rent to total product is 

P-—-NP 
Pp 
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perverse, in that if rent were a rising 
share of total product, then one could de 
duce the existence of diminishing mar 
ginal returns.’ The whole analysis, how 
ever, is dependent on a constant state of 
technology. 

Froia the theory of ‘diminishing re- 
turns, West succinctly developed the 
classical rent theory: 

If in case of any increased demand for corn, 
capital could be laid out to the same advantage 
as before, the growing price of the increased 
quantity would be the same as before, and com 
petition would, of course, soon reduce the actual 
price to the growing price, and there could be no 
increase of rent. But on any increased demand 
for corn, the capital I have shewn which is laid 
out to meet this increased demand is laid out to 
less advantage. The growing price, therefore, of 
the additional quantity wanted is increased, and 
the actual price of that quantity must also be 
increased. But the corn that is raised at the least 
expense will, of course, sell for the same price as 
that raised at the greatest, and consequently the 
price of all corn is raised by the increased de 
mand. But the farmer gets only the common 
profits of stock on his growth, which is afforded 
even on that corn which is raised at the greatest 
expense; all the additional profit, therefore, on 
that part of the produce which is raised at a less 
expense, goes to the landlord in the shape of 
rent.*! 


The theory is deftly used to refute the 
arguments of Sir Henry Parnell that the 
prohibition of importation of grain will 
lower the domestic price, and to estimate 


and its derivative with respect to N is negative if 


Nie’ 6 tie > 


re’ >P(P 


One cannot deduce from this either a decreasing 
average product which requires (7” — P/N) to 
be negative-—-or a decreasing marginal product, 
Pp’ <0 

* In the notation of the previous footnote, then 
NPP" + PP’ < N(P’)* and, since P’'(P — NP’) 
must be negative if rents are positive, P’’ must be 
negative 

& The A pplication of Capital to Land, p 39 
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the price of wheat under such a prohibi- 
tion (at least 90s.) and in the absence of 
all import duties (perhaps 60s.). West 
also makes an elegant analysis of the ef- 
fects of the 1688 export bounty on grain. 
His pamphlet contains a quality of eco- 
nomics that is not exceeded in his genera- 
tion 

\lmost simultaneously Malthus pro- 
posed much the same theory, but with 
much less incisiveness and clarity.” He 
managed to invent two errors for each 
truth, and some of Ricardo’s analysis can 
be viewed as a reaction to Malthus’ pe- 
culiar approach. Three causes of the high 
price of raw produce (relative to the cost 
of production) were found: 

First, and mainly, That quality of the earth, 
by which it can be made to yield a greater por 
tion of the necessaries of life than is required for 
the maintenance of the persons employed on the 
land 

2dly, That quality peculiar to the necessar- 
ies of life of being able to create their own de- 
mand, or to raise up a number of demanders in 
proportion to the quantity of necessaries pro- 
duced 

And, 3dly, The comparative scarcity of the 
most fertile land.” 


The first cause of rent may charitably 
be read as a clumsy statement that land 
must be productive.** The second cause 
is formally irrelevant: rent could appear 
in a society in which the demand for corn 
was forever constant.” Yet the statement 
contains an important element of truth: 
rents will be higher, the more rapidly the 
demand for agricultural produce grows. 
rhe third cause is, of course, a sufficient, 

“An Inquiry into the Nature and Progress of 


Rent, reprinted with an Introduction by J. H 
Hollander (Baltimore, 1903) 

Jhid., p. 15 

* Actually, Malthus means it as a requirement 
that the total produce be in excess of the subsistence 
level of the worker. This is a condition necessary 
for the continuous payment of rent by tenants to 
landlords but not for the existence of a surplus over 
the quantity of labor times its marginal product. 
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although not a necessary, condition for 
the existence of rent.” 

The existence of diminishing returns 
on superior land was demonstrated by 
Malthus, as by West, by the resort to in- 
ferior land.*’ The determination of rent 
was also substantively identical with 
West's theory: rent was the excess of prod- 
uce over the return on the capital (wage 
advances) of the farmer (tenant), which 
equaled the marginal product of labor 
times the amount of labor. Aside from 
this one contribution, however, the pam- 
phlet was an undistinguished perform- 
ance. It had many erroneous dicta, such 
as that improvements in agriculture al- 
ways increase rent®* and that the theory 
of rent for corn lands differs from the 
theory for vineyards, because the prod- 
ucts of the latter have no influence on 
population! A tortured defense of a high 
price of corn and large rents was his chief 

® Malthus states the contrary: that, if popula- 
tion is constant, an abundant produce “might re- 
duce the price of raw produce, like the price of 
manufactures, to the cost of production’’ (Nature 
and Progress of Rent, p. 16). The trivial condition 
under which this is true is excluded by the third 
cause. 

* Ricardo wrote to Malthus that “your first and 
third causes of high price appear to me to be directly 
at variance with each other. The first is the fertility 
of land, the third the scarcity of fertile land’’ (Janu- 
ary 24, 1817, Letters of David Ricardo to Thomas 
Robert Malthus |Oxford, 1887], p. 127). The paradox 
is verbal: fertility in this realm of discourse is an 
economic property of land and is measured by its 
price; hence scarcity and fertility represent the 
same forces 

*? Nature and Progress of Rent, p. 27. It may be 
remarked that no one stated the law correctly with 
reference to this point. All these writers applied 
equal quantities of capital and labor to equal areas 
of land to measure differential rent. This violated 
the “best technology”’ assumption: equal quantities 
of capital-and-labor on different lands would not 
reveal the full difference in their productivity and 
might even reverse it. One should apply equal 
quantities of capital-and-labor to such quantities 
of each quality of land that the optimum technology 
is used on each quality of land 

Thid., p. 24 
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theme (it was dictated by Malthus’ pro- 
tectionism), and it was argued on such 
grounds as that it is a sign of wealth for 
a nation to pay a high price for corn®* and 
that laborers are not injured by a high 
price of corn if wages rise even more than 
corn prices.*° 

The muddled protectionism of Mal- 
thus offered a natural foil to Ricardo, 
who had no trouble in pointing out many 
inconsistencies in Malthus’ argument." 
Whether from an unrestrained love of 
paradox or from a general antipathy to- 
ward landlords, Ricardo wrote with more 
malice than reason: 


It follows, then, that the interest of the land- 
lord is always opposed to the interest of every 
other class in the community. 

I shall greatly regret that considerations for 
any particular class, are allowed to check the 
progress of the wealth and population of the 
country. If the interests of the landlord be of 
sufficient consequence, to determine us not to 
avail ourselves of all the benefits which would 
follow from importing corn at a cheap price, 
they should also influence us in rejecting all im- 
provements in agriculture, and in the imple- 
ments of husbandry. . . 


% [bid., p. 39. 


© Even for Malthus the argument is extraordi- 
narily imprecise; consider the relations between 
these three statements: 

“There is nothing so absolutely unavoidable in 
the progress of society as the fall of wages...” 
(ibid., p. 22). 

“We see in consequence, that in spite of con- 
tinued improvements in agriculture, the money 
price of corn is caeteris paribus the highest in the 
richest countries . . .”’ (ibid., p. 38). 

“With regard to the labouring classes of society, 
it is a very short-sighted view of the subject, which 
contemplates, with alarm, the high price of corn as 
certainly injurious to them And I do not scruple 
distinctly to affirm, that under similar [prudentia]]} 
habits, and a similar demand for labour, the high 
price of corn, when it has time to produce its natural 
effects, so far from being a disadvantage to them, is a 
positive and unquestionable advantage”’ (idid., pp 
39-40). 

The last view is based on the belief, already en- 
countered in the Essay, that population follows 
food supply, not real wages. 
© See esp. Principles, chap. xxxii 
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In his own formulation of the rent doc- 
trine, Ricardo went beyond West at one 
point: the analysis of the effects of im- 
provements on Improvements 
were classified in two types: those which 
increase the output from given land and 
those which reduce the amount of labor 
necessary to produce a given product 
from given land.** These classes are not 
mutually exclusive, although Ricardo so 
implies. 

In dealing with the first, or land-sav- 
ing, improvements, Ricardo assumed (i) 
that the quantity of corn demanded was 
independent of its price—his customary 
assumption—and (ii) that the marginal 
product curve of iabor on land was shift- 
ed upward a constant amount by the im- 
provement. It then follows, as he argues 
from numerical examples, that rent will 
be reduced.® In the second class of im- 
provements (which is surely vacuous 
under his definition), the effect on rent 
depends on the changes in the shape of 
the marginal product of labor curve. 

Ricardo was prone to exaggerate the 
conflict of interests between landlords 
and other economic classes, and his dis- 
cussions of improvements in agricultural 
techniques is an important example of 
this. Under his usual assumptions his 
conclusion should have been that im- 

@An Essay on the Influence of a Low Price of 


Corn on the Profits of Stock (Works, ed. Srafia and 
Dobb, IV, 21, 41); also Principles, pp. 335-36, 400. 


*3 Ricardo was independently approaching the 
theory of rent before the pamphlets of West and 
Malthus appeared (see his letters to Malthus in 
1814). 

“ Principles, p. 80. 

® For a geometrical illustration see A. Marshall, 
Principles of Economics (8th ed.; London, 1920), 
p. 835. In effect, Ricardo defined the production 
function as ¢(N) where N is the number of laborers, 
before the improvement, and as ¢{N) + aN after 
the improvement. With diminishing marginal re- 
turns, rent varies with the number of workers; and 
fewer workers are now needed to produce the same 
product. 
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provements always benetit the landlords: 
the marginal product curve of capital- 
and-labor is higher relative to the cost of 
capital-and-labor,” and, since the supply 
of labor is infinitely elastic at a given real 
wage, rents must rise in the long run. It 
cannot be said that he wholly ignored 
this implication,*’ but he chose, for a 
change, to emphasize only the short-run 
effects, and then only in the adverse 
case.® 

ihe theory of rent as these men used 
it could be properly applied only to a re- 
source whose commercial supply was rig- 
idly fixed and which could be used for 
only one purpose the raising of corn. It 
is astonishing how easily and implicitly 
they identified this resource with British 
agricultural land, although the supply of 
land was being increased, and hardly 
without cost, and although this land was 
improved by investments of infinitely 
varied durability. Ricardo may be inter- 


preted as attempting to avoid this identi- 
fication by his detinition of rent as the 
payment for the use of ‘the original and 
indestructible powers of the soil.’ Yet, 


after this preliminary gesture -which is 
inadequate he usually identified rent 
with the contemporary payments to 
landlords. The aggregation of all uses of 
land into “raising corn”’ is noticed rather 
than questioned by Malthus.’° 

This Anschauung may not have been 
particularly objectionable with respect to 
the problems in which Ricardo was inter- 
ested. Grain formed a very large part of 
the standard of living of the working 


‘ 


*He believed that had little 
effect on the shape of the marginal product curve 
Principles, pp. 412-13 

Jbid., pp. 79 80, 412 

* Clearer notice of long-run eflects was taken in 
the third edition, in answer to Malthus’ criticisms 
ibid., pp. 81 n., 335 36 

Thid., p. 44; see, however, | 


® Nature and Progress of Rent, p 17 
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classes (perhaps one-third of total ex- 
penditures), and the elasticity of supply 
of land was doubtless relatively small in 
the moderately short run. But it is il- 
luminating to see what an astonishingly 
narrow range of problems Ricardo could 
be interested in if he found this theory 
adequate. The structure and trend of in- 
dividual prices, which had called forth 
some of Smith’s best analysis” and which 
became the central concern of neoclassi- 
cal economics, were simply outside his 
domain. 

At the level of technical analysis, the 
theory of rent marked a large advance 
over Smith’s looser formulations. Yet it 
is noteworthy that Ricardo did not have 
that instinct for symmetry and generali- 
ty which we now associate with the for- 
mal theorist. The law of diminishing re- 
turns was never applied outside agricul- 
ture, and the assumption of fixity of sup- 
ply was not viewed as a limiting case of 
the infinite array of possible supply elas- 
ticities. Despite his penchant for abstract 
analysis, Ricardo was not a formalist: he 
was a theorist who wished to answer defi- 
nite questions (presented by economic 
problems), and he made his theory no 
more general than these questions re- 
quired. 


Ill, THE RICARDIAN THEORY 


In the theories of population and rent, 
as we have seen, Ricardo was chiefly a 
borrower, and he did not improve upon 
either theory in any basic respect. In the 
synthesis of these theories into a general 
theory of value and distribution, he 
struck out on his own. The peculiar com- 
bination of doctrines that makes up his 
system is truly original. 

The outlines of his theory were begin- 
ning to emerge in his Essay on the Influ- 
ence of a Low Price of Corn on the Profits 


" Wealth of Nations, Book I, chap. xi 


of Stock (1815). We shall sketch the main 
elements of this theory before we turn to 
the Principles. The argument rested 
upon four propositions: 

First, in the (domestic) production of 
corn, there is diminishing returns to com- 
posite dose of capital-and-labor. What is 
the dose of capital-and-labor? Strictly 
speaking, it is a dose of capital, and this 
capital consists of fixed capital (build- 
ings, machinery, etc.) and circulating 
capital (the advances to laborers). The 
amount of circulating capital is set by the 
amount of labor (which is in fixed propor- 
tion to the fixed capital), and the wage 
rate.” 

Second, the return to this dose of capi- 
tal (and labor) is equal to the marginal 
product —cost of production equals price. 

Third, the return on capital in agricul- 
ture fixes the rate of return that must 
also be obtained in other industries.”* 

Ricardo defended this amazing proposi- 
tion as follows: Given the population, the 
demand for food is fixed in amount. Un- 
less population changes, the output of 
corn will not change, and therefore --in 
the absence of technological improve- 
ments in agriculture -the investment in 
agriculture is fixed. Competition will not 
allow two profit rates; hence the profit 
rate in nonagricultural industries must 
equal that in agriculture. 

This is a violent sequence. If new in- 
ventions raise the profit rate in manu- 
factures, how is it restored to the agricul- 
tural rate? The internally consistent re- 
ply for Ricardo to make would have 
been: With an absolutely inelastic de- 
mand for corn, the attempt of capital to 
leave agriculture would force up the 
price of corn and hence the profit rate in 
agriculture until it equaled the profit rate 

The Works and Correspondence of David 
Ricardo, ed. Sraffa and Dobb (Cambridge, 1951) 
IV, 10-11 


Thid., pp » 
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in manufactures. But this is the reverse 
of Ricardo’s conclusion; he argued, in- 
stead, that the profit rate in manufac- 
tures would fall back to the agricultural 
rate, as capital flowed into manufac- 
tures.’* 

A somewhat more comprehensible ex- 
planation can be inferred from his letters 
to Malthus. Innovations in nonagricul- 
tural industries will have no effect upon 
the cost of subsistence and hence upon 
wages (Ricardo temporarily forgot that 
other things besides food enter the work- 
er'’s budget). Profits can be high for a 
short time (say five years), but soon the 
effects of the innovations will be over- 
come by the accumulation of capital. The 
only persisterit force, working to lower 
profits, is diminishing returns in agricul- 
ture.” This proposition was not ad- 
vanced in the Principles. 

Fourth, the rent of land will be equal 
to the total product minus the amount of 
agricultural capital times its profit rate. 

This is not a complete system because, 
in the absence of more explicit theories of 
population and capital accumulation, the 
aggregate output of the economy is not 
determined. The system does determine 
the division of product between landlords 
and others, but not between capitalists 
and laborers. Ricardo avoided this latter 
problem (although the subsistence wage 
theory lurked in the background). He 
denied, in fact, that the division between 
wages and profits was determinate: 

As experience demonstrates that capital and 
population alternately take the lead, and wages 
in consequence are liberal or scanty, nothing can 
be positively laid down, respecting profits, as 
far as wages are concerned.” 


The Essay thus contained two main 
elements of the Ricardian system: the 

Works, 1V, 24 

Letters, 43 46, 532 57 


Works, IV, 23 
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theory of rent and the dominant influ- 
ence of diminishing returns in agriculture 
upon the rate of profits. The completed 
system required two further elements: 
the subsistence theory of wages and the 
measure of value. These were presented 
in the Principles, to which we now turn. 
Neither the organization nor the exposi- 
tion is very felicitous, and I shall restate 
the central argument in my own words. 

The competitive firm sells its product 
at a price which, on the average, equals 
its cost of production.’’ These costs of 
production are the various outlays of the 
entrepreneur on productive services; but 
from the social viewpoint one class of 
costs is pure transfer payments, which 
are unnecessary to call forth the (fixed 
quantity of) productive services. These 
transfer payments are the rents paid for 
the use of land, and they can be eliminat- 
ed from consideration by discussing 
costs at the extensive or intensive no-rent 
margins. 

The various outlays of the entrepre- 
neur are bewilderingly numerous, and 
they must be aggregated into fewer 
classes if useful generalizations are to be 
made. Let us classify all expenditures in 
two classes: fixed capital and circulating 
capital. Circulating capital is used up in 
a short time—-say a year or less; fixed 
capital is the remainder.’* The chief em- 
ployment of circulating capital is ad- 
vances of wages to laborers.”® 

The wages of labor are also diverse, 
varying with skill, cost of education, and 
the like. Yet the occupational wage struc- 

we We mean always such commodities 
on the production of which competition operates 
without restraint” (Principles, p. 12). 

Tbid., p. 31. 

7*“Tn one trade very little capital may be em- 
rculating capital, that is to say in the 
support of " (ihid., p. 32). The other use 
of circulating capital is presumably to purchase raw 
materials, whose costs are, in turn, resolvable into 
rent or payments for fixed or circulating capital. 
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ture is very stable, so we may treat a 
skilled laborer as (say) three unskilled 
laborers if the former's wage is three 
times that of unskilled labor. Thus the 
expenditure on wages may be taken as 
proportional to the number of “equiva 
lent unskilled’ Jaborers.*° (Ricardo 
should also have specified that the occu- 
pational structure of laborers is stable.) 

Let us turn now to fixed capital—ma- 
chines, buildings, and other durable 
equipment. Here we face a double prob- 
lem: the machines are of very different 
durabilities; and the value of machines 
per worker varies widely among indus- 
tries. Therefore, a rise in wages relative 
to interest (profits) will raise the prices of 
goods made with little fixed capital or 
with capital of short life, relative to the 
prices of goods in which more, and more 
durable, fixed capital is used.“' But for 
broad purposes this refinement is not im- 
portant: “The reader . . . should remark, 
that this cause of the variation of [rela- 
tive values of] commodities is compara- 
tively slight in its effects.’ It is unim- 
portant because the relative prices of 
labor and capital can vary little, whereas 
the quantities of labor necessary to pro- 
duce various commodities can undergo 
large changes. (He should also have 
specified that the ratio of fixed capital to 
wage payments cannot undergo large 
changes.) 

As a corollary of this theory of value, 
there exists no perfect measure of value, 
i.e., a measure of value independent of 
the fluctuations of wage and profit rates. 
The varying proportions of fixed to cir- 
culating capital and the varying durabili- 
ty of fixed capital imply that, given a 
change in the ratio of wage rates to prof- 

8° Tbid., chap. i, sec. 2. 

[hid., secs. 4 and The period of turnover of 
circulating capita! is also recognized as a factor in 
the effects of wage changes. 

[hid., p. 29; Letters to Malthus, p. 176 
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it rates, the values of goods will change 
differently, depending on the choice of 
the commodity used to measure their 
values.** But find a commodity which is 
produced with an average ratio of labor 
to capital (and this of average durabili- 
ty), then the ideal measure will be ap- 
proximated.** Assume we have found 
such a near-ideal measure of value —the 
amount of labor (and corresponding 
amount of fixed capital) necessary to 
produce, say, gold. 

Ricardo can now solve his basic prob- 
lem: the distribution of the total produce 
among the various productive factors. 
Let us begin with the situation where 10 
men on a given farm produce 180 bushels 
of corn.® This corn sells for $1 in terms of 
the measure of value, that is, the produc- 
tion of a bushel of corn requires the same 
quantity of capital and labor as the pro- 
duction of the quantity of gold designat- 
ed as $1. Moreover, let each worker re- 
ceive a subsistence wage of 5 bushels plus 
$5 of other necessaries. (We quote these 
other necessaries in value terms because 
their production is subject to constant 
costs.) We may summarize the situation 
(Table 1). 


TABLE 1 
Value of product = 180 « $1 _ $180 
Wage rate = 5 kK $14 $5 10 
Wage bill = 10 x $10 100 
Total profits = $180 — $100 = an 
Rent 0 


Now, with the progress of capital and 
population, resort must be had to Grade 
II land, on which 10 men (and corre- 
sponding capital) produce 170 bushels. 

*3 Commodities made with relatively much labor 
will rise in relative price when wage rates rise rela- 
tive to profit rates 

4 Principles, pp. 44-45. For a discussion of the 
measure of value in the first edition, see idid ; pp. 
xiii ff. 
[did., pp. 112 ff 
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The price of wheat must rise to 18/17 = 
$1.0588 per bushel, because the quantity 
of labor (and capital) per bushel has 
risen in this proportion relative to the 
ideal standard. The new situation is as 
shown in Table 2. (Recall that the rate of 


TABLE 2 


Grade I Land Grade IT Land 


Value of prod 


uct 180X$1 =| 17081 0588 
$190 58 $180 00 
Wage bill* 102 94 102 94 
Profits 77 06 77 
Rent 10 58 0 


* The wage rate is §X$1_0588 +$5 $10 204 


profits on marginal land sets the rate ob- 
tainable on superior land.) We could con- 
tinue the arithmetic, but we have already 
reached the great conclusion: With the 
growth of population, the rate of wages 
rises, the rate of profit falls, and aggre- 
gate rents rise—all in terms of the meas- 
ure of value. 

Ricardo’s basic theorem on distribu- 
tion—‘‘a rise of wages . . . would invari- 
ably lower profits” — is thus strictly de- 
pendent on his measure of value. The 
product of a given quantity of capital 
and labor, be it large or small, always has 
the same value; hence the larger the 
value of labor (wages), the smaller will be 
the value of capital (profits). This is not 
equivalent to the proposition that a rise 
in wages will lead to a fall in the share of 
total income received by capitalists, for 
Ricardo had no theory of the share of 
total income going as rent. 

Ricardo argues, almost parenthetical- 
ly, that under certain conditions the in- 
verse relationship between wages and 
profits holds also when they are ex- 
pressed in terms of ordinary money rath- 
er than in an ideal standard. If a country 


 [bid., p. 127 
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is on the gold standard, its price level 
cannot vary (much) because of changes 
in domestic factor prices; gold flows will 
soon restore its former level. If, further, 
the productivity of capital and labor do 
not change, a rise in money wages will 
lead to a fall of money profits in no 
other way can international monetary 
equilibrium be restored.” 

One could criticize Ricardo’s theory on 
many grounds. The population was not 
at a subsistence level, the occupational 
structure of the labor force and the rela- 
tive wage structure were not stable, im- 
provements in agricultural technology 
were neither negligible nor sporadic, 
technological progress in nonagricultural 
industries could offset diminishing re- 
turns in agriculture, etc. Malthus, how- 
ever, concentrated his criticisms chiefly 
on one point: the ratio of circulating to 
fixed capital varies greatly among indus- 
this fact vitiates Ricardo’s 
measure of value. Extreme examples 
were adduced to demonstrate this: wine 
and oak trees) increase in value without 


tries, and 


any direct labor expenditures (circulat- 


ing capital); shrimp may be collected on 
the seashore without any fixed capital.** 

This was a serious ambiguity, as Ri- 
cardo frankly recognized. Suppose corn 
is produced with much labor and little 
txed capital, whereas the ideal commodi 
ty used to measure value is produced 
with a lower ratio of labor to fixed capi 
tal. Then diminishing returns in agricul- 
ture no longer entail a proportional rise 
in the value of corn (in terms of the ideal 
commodity), and, in fact, there is no 
method of determining how much the 
value of corn will rise. Ricardo would 
have had to introduce variable propor- 
tions between labor and fixed capital in 


104-5, 126-27, 213-14; and 


*See ibid. pp 
IV, 213 1h 
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each industry in order to cope with this 
problem, and this modification would 
have had radical consequences for his 
general system. 

Ricardo summed up the general his- 
torical implications of this theory as fol- 
lows: 

Phe natural tendency of profits then is to fall; 
for, in the progress of society and wealth, the ad- 
ditional quantity of food required is obtained by 
the sacrifice of more and more labour. This tend 
ency, this gravitation as it were of profits, is 
happily checked at repeated intervals by the im 
provements in machinery, connected with the 
production of necessaries, as well as by discov- 
eries in the science of agriculture which enable 
us to relinquish a portion of labour before re 
quired, and therefore to lower the price of the 
prime necessary of the labourer. The rise in the 
price of necessaries and in the wages of labour is 
however limited; for as soon as wages should be 
equal to the whole receipts of the farmer, 
there must be an end to accumulation; for no 
capital can then yield any profit whatever, and 
no additional labour can be demanded, and con 
sequently population will have reached its high- 
est point. Long indeed before this period, the 
very low rate of profits will have arrested all ac 
cumulation, and almost the whole produce of 
tue country, after paying the labourers, will be 
the property of the owners of land and the re 
ceivers of tithes and taxes.*? 


Depending on the relative strengths of 
technological progress and diminishing 
returns, the dismal stationary state lies 
near or far in the future but in any case, 
it lies farther in the future with free trade 
in corn! Ricardo pays little attention to 
this final, historical equilibrium, so we 
are entitled to infer that he did not be- 
lieve that it was near. 

Although both Adam Smith and Ri- 
cardo had cost theories of value, there 
were important differences even in the 
basic principles, of which four may be 
noted here. First, Smith believed that pop- 
ulation changes lagged behind changes 
in the quantity of capital; therefore, 


Principles, pp. 120-21 


wages were indefinitely above the sub- 
sistence level in an advancing society.” 
Second, the tenor of Smith's theory of 
rent, which was not givena coherent 
statement, was that aggregate rents are 
a residual but that the rent of any one 
use of land is a cost determined by the 
alternative uses of the land.” Ricardo ig- 
nored the multiplicity of uses of land. 
Third, Smith believed that the accumu- 
lation of capital led to a fall in the rate of 
profits,” whereas Ricardo -arguing from 
Say’s law -denied that capital accumu- 
lation had any effect upon the rate of 
profits (unless the cost of food in- 
creased).** Finally, Smith’s measure of 
value (ideally, money wages; as an ap- 
proximation, corn prices) was designed to 
answer the same question as modern in- 
dex numbers: how to eliminate differ- 
ences in the value of money and thus as- 
certain the ‘real’ changes. Ricardo’s 
measure, on the other hand, was not a 
price deflator; it was designed to locate 
the source of changes in value in order to 
connect wages and profits to labor's and 
capital’s shares in the national income 
minus rents. 

Modern economics is closer to Smith's 
position than to Ricardo’s on each of 
these differences, although in the case of 
rent we use Ricardo’s technique to ana- 
lyze Smith’s problem. This is not sur- 
prising: Ricardo had neither Smith's 
genius for isolating fundamental empiri- 
cal relationships nor his supreme com- 
mon sense. Yet Ricardo was, in his own 
terrain of technical analysis, superior to 
Smith. We may illustrate this superiority 
by comparing the two men’s analyses of 
the effects of a tax on agricultural profits. 


“Wealth of Nations (“Modern Library” ed 
[New York, 1937]), p. 69 


* Jbid., Book I, chap. xi, esp. pp. 144 46, 149, 
152, 159 
[bid » pp 87 tf 
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Smith, after describing and criticizing 
the French ¢aille, makes the following 
analysis: 

When a tax is imposed upon the profits of 
stock in a particular branch of trade, the traders 
are all careful to bring no more goods to market 
than what they car sell at a price sufficient to 
reimburse them for advancing the tax. Some of 
them withdraw a part of their stocks from the 
trade, and the market is more sparingly sup 
plied than before. The price of the goods rises, 
and the final payment of the tax falls upon the 
consumer. But when a tax is imposed upon the 
profits of stock employed in agriculture, it is not 
the interest of the farmers to withdraw any part 
of their stock from that employment. Each 
farmer occupies a certain quantity of land, for 
which he pays rent. For the proper cultivation 
of this land a certain quantity of stock is neces 
sary; and by withdrawing any part of this neces 
sary quantity, the farmer is not likely to be 
more able to pay either the rent or the tax 
The farmer, however, must have his reasonable 
profit as well as every other dealer, otherwise he 
must give up the trade. After the imposition of 
a tax of this kind, he can get this reasonable 
profit only by paying less rent to the landlord “* 


Smith does not explain why less land can 
not be tilled; he does not explain how the 
threat of farmers to abandon farming 
will lower rents; nor does he explain why, 
if some farmers do leave the industry, the 
price of the product will not rise at the 
same time that rents fall. 

Ricardo begins in a similar fashion: 

A partial tax on profits will raise the price of 
the commodity on which it falls: a tax, for ex 
ample, on the profits of the hatter, would raise 
the price of hats; for if his profits were taxed, 
and not those of any other trade, his profits, un 
less he raised the price of his hats, would be be 
low the general rate of profits, and he would 
quit his employment for another.* 


The conclusion is generalized: 


lf it be agreed, that by taxing the profits ol 
one manufacturer only, the price of his goods 
would rise, to put him on an equality with all 
other manufacturers; and that by taxing the 


Wealth of Nations,» 807, 


* Principles, 205 
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profits of two manulacturers, the prices of two 
descriptions of goods must rise, I do not see how 
it can be disputed, that by taxing the profits of 
il] manufacturers, the prices of all goods would 
rise, provided the mine which supplied us with 
money, were‘in this country, and continued un 


taxed.” 


Prices will rise in varying proportions be- 
cause of the varying ratios of fixed capi- 
tal to circulating capital, the varying 
durability of fixed capital, etc. Now con- 
sider the effect upon landlords of a tax on 
profits (1) in every industry except corn, 
(2) in every industry, and (3) in the in- 
dustry growing corn only.* In the first 
case every price except that of corn 
The landlord's corn and 


would rise. 


money rents being unchanged, he would 
suffer a fall in real income. In the second 
case corn would also rise in price, and, 
since its output was constant (on the cus- 
tomary assumption of zero demand elas- 
ticity), money rents would rise corre- 
spondingly; so the landlord's rent would 


retain its full purchasing power. In the 
third case money rents would rise, and 
real rents would therefore also rise. 

Ricardo’s analysis is perhaps little 
more rigorous than Smith’s—-for ex- 
ample, in the first case it is difficult to be- 
lieve that profits in agriculture would not 
fall. Yet Ricardo’s analysis is more con- 
sistent with his general theoretical sys- 
tem, and it is more subtle and systemat- 
ic. It is perhaps worth adding, however, 
that the landlord who accepted Smith's 
opinion in preference to Ricardo’s and 
opposed a tax on (and especially a tax 
only on) agricultural profits would be 
taking better care of his interests. 

I shall not go further with the applica- 
tions that Ricardo makes of his theory to 
taxation, currency, international trade, 
and in his polemics with other econo- 

Ibid., p. 213 


Ibid, pp 210-13 
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mists. These applications are not impec- 
cable—for example, the celebrated chap- 
ter on machinery rests upon a logical er- 
ror**._but they were made with rare con- 
sistency. Much of the appeal of the Ri- 
cardian system must have come from 
these demonstrations of the certainty, 
almost the routine, with which it seemed 
to dispose of troublesome problems and 
opinions. The age of formulas had begun. 
IV. CONCLUSION 

The legendary figure of Ricardo as a 
stern logician and a powerful debater is, 
I think, correct in essentials. I should 
prefer to say that his logic was severe in 
its simplifications rather than superlative 
in its rigor, but the dominant characteris- 
tic of the man was undoubtedly his per- 
severance and consistency in dealing with 
a few basic ideas. 

Economics is the body of substantive 
generalizations on the workings of eco- 
nomic systems. Ricardo did not enlarge 
much this body of knowledge: his one ad- 
dition to Smith’s work was the systemat- 
ic, though only partial, recognition of 
diminishing returns. Perhaps no other 
economist has ever fully shared Smith’s 
immense understanding of the forces that 
govern the structure and development of 
economies; certainly Ricardo was not 
distinguished for his ability to discover 
great inductive generalizations. 

Economics is also an engine of analy- 
sis, and Ricardo, with his great powers of 
abstraction and synthesis, was a master- 
analyst. Population, natural resources, 
capital accumulation, and the distribu- 
tion of income—these were woven into a 
sweeping theoretical system. Measured 
by the significance of the variables and 

* Ricardo tacitly assumes that workers displaced 
by a technological advance cannot be employed 


elsewhere; for a good analysis see K. Wickseil, Lec 
tures on Political Economy (London, 1934), I, 133-41 
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the manageability of the system, he 
fashioned what is probably the most im- 
pressive of all models in economic anal- 
ysis. 

It is here that Ricardo’s service to eco- 
nomics lies. His naked logic and pseudo- 
logic helped to establish a professional 
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frame of mind which did much to reduce 
promiscuous fact-gathering and ad hoc 
theorizing and to incite order and preci 
sion. This was the basic ‘Ricardo etiect”’; 
and, even with our modern knowledge of 
the painful extremes to which it can be 
carried, we must thank him for it 
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HE ‘“‘resource-allocation,”’ or “‘etti- 
ciency,” argument is, to the econo 
mist, perhaps the most significant 

of the several objec tions which have been 

made to the transfer of income by the 
central government from the high-in- 
come areas to the low-income areas with- 
in a unitied economy. This argument has 
been present in much of the literature on 
the fiscal problem of federal countries, 
and it has recently been advanced in co 
D. Scott. It can be 


summarized best in his words: 
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This paper will examine critically the 
validity of the above argument. It will be 
necessary to outline the conditions re- 
quired to make the argument theoretical- 
ly acceptable and to determine whether 
such conditions are approximated in the 
real world. Finally, the implications of 
the argument for other problems of social 
and economic policy will be considered. 
Although the analysis is intended to be of 
general applicability, factually it is based 
upon the conditions prevailing in the 
United States 


I 


Two conditions must be present in or- 
der that the line of reasoning summarized 
in the above quotation from Scott be 
valid. First, income differentials among 
regional units must reflect resource dis- 
equilibria, if they are to be eliminated, or 
at least substantially reduced, by the 
shifting of resources. Second, the desir 
able shifting of resources must be re 
duced by the transfers of income from 
the high- to the low-income areas. 

In order to examine the second condi- 
tion, let the first be assumed present. As 


increased by such transfers and presumably also is 
the social welfare. Buchanan's plan would freeze 
the economy into a sert of stationary state” (H. M 
Somers, “Government Expenditures and Economic 
Welfare,” Revue de science et de législation financiéres 
XLII [1951], 11). The reference is to the plan pro 
posed in my ‘Federalism and Fiscal Equity,” 
Imerican Economic Review, XL (September, 1950), 
Sx 

For other statements of the same argument see 
B. P. Adarkar, ‘‘Federal Finance in Australia,” 
Economic Record, X11 (1936), 3, and Joseph P 
Harris, ‘‘Intergovernmental Relations in the United 
States,” dnanals, CCVIL (1940), 23 
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sume that income differences among 
states result primarily from incomplete 
adjustment of resources to market cri- 
teria. This implies differences among re- 
gions and states in resource or factor 
ratios. More precisely, the situation is 
one in which the low-income levels of the 
“poor” sections are largely attributable 
to the comparative abundance of un- 
skilled labor in relation to capital, skilled 
labor, and entrepreneurship. Thus, the 
returns to capital and entrepreneurship 
tend to be higher, the returns to un- 
skilled labor lower, than the correspond- 
ing rates of return in the richer sections.’ 
Income differences among regions will 
tend to be reduced by an out-migration 
of the relatively abundant resources and 
an in-migration of the relatively scarce 
resources in all areas. 

Will a transfer of income by the cen- 
tral government from the rich geographi 
cal areas to the poor areas tend to retard, 
to promote, or to have no effect upon 
these desired resource shifts? There are 
many ways in which real-income trans- 
fers among regions can be accomplished. 
Such a transfer occurs within the central 
government's fiscal system, if this system 
is at all redistributive. But this kind of 
transfer has no resource effects in the 
geographical sense. The central govern. 
ment’s fiscal system ‘‘treats equals equal- 
ly’’ in principle, and in practice the dif 
ferences in treatment which are present 
are not geographical. For resource effects 
in the geographical sense to be present, 
i.e., for an income transfer to be ‘‘re- 
source-distorting,”’ like units of resource 

* The areas with such relatively low rewards to 
the bulk of the labor force are classified as ‘‘poor” 
for three obvious reasons. First, the income of an 
area is generally calculated not in gross but in per- 
capita or median terms. Second, labor applied in an 
area tends to reside in the same area, whereas this 
need not be true of capital or entrepreneurship 


Third, labor produces and receives a much larger 
share of the total social product than does capita! 
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must be treated differently in different 
geographical areas as a result of the 
transfer. Therefore, the argument applies 
only to transfers among regions which in- 
volve differential fiscal treatment among 
individual “equals” or among “like re 
source units.’’ The following discussion 
is limited to three methods of income 
transfer which do involve differential 
treatment: (1) differential income taxa- 
tion by the central government, (2) un 
conditional equalizing grants, and (3) 
conditional equalizing grants-in-aid.' 

If central-government personal income 
tax rates are varied from area to area in 
some direct relation to relative income 
levels, while the same level and distribu 
tion of central-government expenditure 
are maintained, an income transfer is ac 
complished in a simple and practicable 
manner.® These changes in tax burdens 
may or may not cause changes to be 
made in the rates of state-local taxation 
(expenditure) in either the “gainer” or 
the ‘‘loser™ states, or both. Assume first 
that the changes in net tax burdens gen 
erate no offsetting reactions in state 
local tax and expenditure structures. The 
newly established fiscal pattern will pro 
vide an incentive for some individuals 
(families) to migrate from the high-in 
come to the low-income states in order to 
reduce their total tax burden. And, more 
important for this prablem, some of the 
low-income states’ residents who might 
otherwise have moved out in response to 
market-determined rewards will be in 
duced by the reduced fiscal pressures to 

‘Geographically discriminatory central-govern 
ment expenditure represents another method of 
accomplishing such a transfer. The resource effects 
will be similar to some of those of the other methods, 
and this method will not be separately analyzed 
here 

* Interarea equalization of fiscal treatment might 
be the objective of this type of transfer policy. For 


a detailed discussion of this method see my ‘‘Federal 
ism and Fiscal Equity,” op. cit 
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remain. This effect cannot be controvert- 
ed. However, the conclusion that the 
transfer will tend to be “resource-distort- 
rather than ‘‘resource-correcting’’ is 
valid only upon the acceptance of an ex- 
tremely simple model in which all human 
resource units are homogeneous and al! 
other resources are geographically im- 
mobile. Such a model clearly is not ap 
proximated in the real world. All types of 
labor are not abundant in the low-income 
regions, only the categories of the un 
skilled and the semiskilled are relatively 
overcrowded Highly skilled labor and 
entrepreneurship are relatively scarce. 
along with capital. In so far as the in- 
come transfer tends to reduce the net 
out-migration of unskilled and semi- 
skilled labor from the low-income states, 
it may be considered “resource-distort- 
ing.’ But, in so far as it tends to reduce 
the net out-migration (or increase net in- 
migration) in the ranks of the highly 
skilled technicians, professional people, 
and potential entrepreneurs, the transfer 
is It seems prob- 
able that the latter groups are more “‘tax- 
conscious” than the former, although 
this conclusion might be reversed if nega- 
tive income taxes (subsidies) were intro- 
duced into the structure. The fiscal in- 


centives provided rentier groups have no 
since 


direct’ resource-allocative effects, 


these groups, as human resources, are not 
currently productive But, if the net in 


* The excessive out migration from the South of 
professional, and educated 


decried by southern leaders 


ts more productive, 


groups has lor x beer 
and there is widespread recognition that an in 
suflicient supply of potential entrepreneurs is almost 
as important as insufficient capital in maintaining 
the region's economic backwardness. On these points 
see Calvin B. Hoover and B. U. Ratchford, Eco 
nomic Resources and Policies of the South (New 
York: Macmillan Co., 1951), pp. 38 ff., and W. H 
Baughn, ‘Capital Formation and Entrepreneurship 
Economic Journal, 


in the South,” Southern 


1949), 147-00 
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migration of rentiers into the low-income 
state tends to be accompanied by a 
movement of capital, this effect of the in 
come transfer is conducive to desired re 
source adjustment. Apart from this in 
direct effect, this type of income transfer 
should exert no influence upon the loca 
tion of capital investment. 

On balance, the resource effects of the 
transfer of income by geographically dis- 
criminatory personal income taxation 
cannot be determined a priori if there are 
no offsetting changes in state-local fiscal 
systems. Adverse effects will be present 
for some segments of the labor force, fa- 
vorable effects for other segments. The 
net result cannot be determined without 
empirical investigations into actual situ- 
ations. 

This conclusion is reinforced if the case 
is considered in which the transfer policy 
does generate offsetting reactions in 
state-local fiscal systems. Here the analy- 
sis becomes equivalent, in all essential re- 
spects, to that of an unconditional grant 
and need not be considered separately. 

Assume now that the central govern- 
ment transfers income among states by a 
series of equalizing unconditional grants 
“Equalizing” means that more money is 
transferred per capita to the low-income 
states. An unconditional grant is defined 
as a grant of funds to a subordinate unit 
with no conditions attached concerning 
the manner or direction of expenditure. 
Upon the receipt of a grant the recipient 
(low-income) state faces a wide range of 
alternative changes which can be made 
within the state-local fiscal system. The 
same level of public services may be re- 
tained, allowing state-local taxes to be 
reduced by the amount of the grant. At 
the other extreme, the whole of the grant 
may be employed to expand the provi- 
sion of services, with taxes unchanged. 
The normal situation would probably be 


some combination of tax reduction and 
expenditure expansion. 

If the grant is applied solely to the 
tinancing of existing state-local expendi- 
tures, thus allowing state-local taxes to 
be reduced, no clearly discernible pattern 
of resource distortion or correction ap- 
pears. Specific effects will, of course, de- 
pend directly upon the type of tax which 
is reduced and the amount of the reduc- 
tion. Certain generalizations may be 
made, however, without an analysis of 
each particular tax. The major portion of 
state-local revenue is derived from indi- 
rect taxes (excises, specific, and/or gen- 
eral) and nonpersonal direct taxes (prop- 
erty taxes), with the former constituting 
the primary revenue source for state gov- 
ernments and the latter for local units. 
Relatively little revenue is produced at 
either level by direct personal taxes (in- 
come taxes). If the supposed reduction 
takes place at the state level in the form 
of the reduction or repeal of excises, the 
resource-allocative effects will be slight, 
if present at all. The permanency and 
continuing popularity of indirect taxes is 
perhaps primarily attributable to their 
“hidden” nature. They are not “felt” in 
such a way that they enter significantly 
into conscious individual choices among 
alternative occupational opportunities. 
But, even if this is not true and allocative 
effects are present, the analysis outlined 
above also applies here. The net effect 
would be “‘resource-distorting’’ for the 
less skilled segments of the labor force 
and ‘‘resource-correcting’’ for the re- 
maining groups. 

If state taxes are maintained at con- 
stant rates, the funds from the grant may 
be used to allow some reduction in taxes 
at the local-government level. This will 
mean reduction in property tax rates and 
assessments, or true rates. For the most 
part this affects real property to the ex- 


FEDERAL GRANTS 


211 


clusion of other forms. In this case it 
seems evident that the over-all results 
must be considered as promotive of de- 
sired resource adjustment. In the long 
run, the reduction in tax rates on real 
property will tend to decrease rents, thus 
exerting some resource effects on all oc- 
cupational classes, some of which will be 
in the right direction, others of which will 
be adverse. But, in the short run, the low- 
ering of tax rates does not reduce rents. 
Therefore, the out-migration of unskilled 
workers is not discouraged appreciably. 
Members of this group seldom own large 
amounts of taxable property and do not 
benefit much from the windfalls result- 
ing from a rate reduction. There is some 
short-run effect on the persons who own 
real property; the latter tend to be, how- 
ever, the skilled, the professional, the 
proprietary. 

But the major resource effect of the re- 
duction of true property tax rates will 
probably be on the movement of capital. 
Local property tax burdens must enter 
into the calculations of prospective in- 
dustrial investors. If tax reductions are 
accompanied by corresponding reduc- 
tions in the provision of local services or 
by a shifting of local taxes to other local 
groups, the net effects on industrial loca- 
tion may be negligible or even adverse. 
The unilateral reduction of local proper- 
ty taxes, however, cannot be overlooked 
as a locational factor of some import. 

The assumption underlying the argu 
ment outlined by Scott and others seems 
to be that the grants are to be used pri- 
marily to extend and expand the provi 
sion of state-local public services. Here, 
as above, a detailed analysis would re- 
quire a discussion of the effects of ex- 
panding each state-local public service. 
But limitation to a few general types is 
necessary and possible. An expansion of 
the so-called ‘general’ functions of 
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state-local government need not be con 
sidered. The expansion can be assumed 
to take plac e in one of the following four 
areas: highways, education, social serv 
ices,” and unemployment compensation 
or relief.? 

Che analysis here is of the conditional 
yrant-in-aid. Such a grant is detined as 
one from the central government to a 

tate local unit with conditions attached 

concerning the manner or direction of 
expenditure.’ The resource effects of a 
required expansion of state-local services 
will be no different from a similar expan 
sion resulting from the choice of the 
state-local 

Central-government grants to states 
tor the maintenance and the expansion of 
the highway system will be considered 
first.’ The provision of a relatively better 
hiyhway system in the low-income states 
seems likely to exert negligible effects on 
the geographical mobility of human re 
sources. Few individuals will remain in a 
low income area because the road sys- 


are such serv 


rovision of public health 


cial services” 
» blind, aid to crippled 


* In the tscal year 1950, grants to states in these 


r areas Comprised more than 90 per cent of the 
‘tal value of federal grants in the United States 


ing grants were for miscellaneous services 


Lhe rermair 


at seem to exert no significant resource effect 
were for activities such as the following 
fram, agricultural experiment 


ia! rehabilitation, 


forest tire co 
mal lorest funds, etc 
United 


tly been accompanied by match 


tional grant-in-aid in the 
requirements that the state-local 
funds to match the federal funds 
Phis additional condition need not 


nit raise certan 


ha pectin 


i ill, of course, be different 
In the case of expansion of service resulting from free 
state-local choice there will be no budgetary dis 
But wi 


fortio#r 


the expansion is dictated by the 
expansion of the service 
may not be consistent with state-local choice, and 
thus the budget may be distorted from the ‘opti 
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tem is improved when, otherwise, they 
would have moved out. On the other 
hand, the improved highway system will 
have some effect on the geographical mo- 
bility of capital resources, and in the 
right direction. Highways constitute an 
integral part of the total transportation 
system and are becoming more and more 
important in industrial-location deci- 
sions. The provision of a relatively better 
highway system in a low-income state 
will tend to attract capital investment 
which perhaps could not otherwise be at- 
tracted, including investment in trans- 
portation itself. On balance, then, it 
must be concluded that equalizing high- 
way grants tend to promote rather than 
to retard desired resource adjustment 
Next, the allocative effects of equaliz- 
ing educational grants must be analyzed 
Available data concerning internal mi- 
gration within the United States indicate 
that the higher the school-leaving age the 
greater the proportion of the population 
which migrates. In addition, among 
those who do migrate, a greater propor- 
tion of the better-educated groups mi- 
grate longer distances." These facts may 
be explained by two basic reasons. First, 
the better educated are more fully in- 
formed concerning the availability of 
alternative employment opportunities. 
Second, they are more fully cognizant of 
the advantages to be secured from the 
higher real income which migration to 
" This analysis applies only to grants which are 
“equalizing.” But, owing to the prevalence of match 
ing provisions which have prevented low-income 
states from taking advantage of some grants, the 
grant-in-aid structure in the United States taken 
as a whole has not been ‘‘equalizing,” although it 
contains equalizing grants. Per capita grants to 


states are positively correlated to per capita in- 
comes by states, although not significantly 

United States Bureau of the Census, /6th 
Census of the United States, Population, Internal 
Migration, 1935-1940, ‘Social Characteristics of 
Migrants” (Washington: Government Printing 
Othice, 1946 
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other areas may make possible. Equaliz 

ing educational grants would likely in- 
crease somewhat the average number of 
years of schooling completed in the low- 
income states, as well as the efficiency of 
the schooling at all levels.'* The resulting 
increased mobility of the labor force in 
these states need not be 1ccompanied by 
decreased mobility in other areas; there 

fore, this effect must promote desired re 

source adjustment. Even if the educa- 
tional levels of the low-income states 
were to be improved at the expense of re 

ducing the educational standards of the 
high-income states, the resource effect 
would still be beneficial, since a net out 

migration from the low-income states is 
needed. This effect of equalizing grants 
on mobility of the labor force via in 

creased .school-leaving age will become 
fully operative only after a relatively 
long time period. The inauguration of 
such a grant-in-aid program will affect 
potential migration of people currently 
of school age. 

Short-run effects are derived from de- 
cisions made by families concerned with 
currently available educational facilities 
for their children. The relative inadequa 
cy of educational programs in the low- 
income states causes some families to mi 
grate from, or fail to migrate to, these 
states. But the unskilled and the semi- 

'§ The proportion of the population of school age 
attending school and the median number of vears of 
schooling completed in each state are both closely 
correlated with the average expenditure per pupil 
For data on school attendance and median schooling 
completed see United States Bureau of the Census, 
16th Census of the United States, Population, Vol. Il 
Characteristics of the Population. For data on aver 
age expenditure per pupil see United States Office 


of Education, Advance Statistics of State School 
Systems, 1939-1940 (Washington: Government 


Printing Office, 1942). Cited in Hansen and Perloff, 
State and Local Finance in the National Economy 
(New York: W. W. Norton & Co., 1944), pp. 18 f 
See also Hoover and Ratchford, op. cit, p. 32, 
Table XIV 
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skilled groups would not seem to be sig 
nificantly affected by such considera 
tions. The families who seriously consider 
educational facilities as important in the 
making of a locational choice tend to be 
the educated themselves: the technicians 
the professionals, the managers, and the 
proprietors. 

The improvement of educational facil 
ities in the low-income states will also 
tend to be “‘resource-correcting”’ in its ef 
fect upon capital inflow. A better-edu 
cated labor force will prove more attrac 
tive to potential investors, other things 
remaining the same. Public education 
can do much toward providing the labor 
force with the minimum essentials of 
training, which have heretofore been 
missing in the school systems of the low 
income states. Educational grants, if not 
bound up with arbitrary and restrictive 
conditions, can supply the low-income 
states with the financial means of shap 
ing a program directly toward their pri 
mary need, industrialization. The “farm” 
boys can then he taught the rudiments of 
industrial techniques, not provided in the 
general environment of a predominantly 
agricultural society.’* Obviously, this 
beneficial effect will not be present if the 
grants are conditioned so as to prevent 
this type of program from being put into 
effect, for example, grants-in-aid to pro 
vide training in vocational agriculture 

If the grant-in-aid results in expanded 
expenditure in the field of the social serv 
ices, the argument advanced by Scott 
and others is more applicable. But some 
breakdown among the different social 
services is necessary even here. First of 

‘Cf. D. Gale Johnson, ‘‘Mobility as a Field of 
Economic Research,” Southern Economic Journal, 
XV (1948), 160. See also T. W. Schultz, ‘Reflections 
on Poverty within Agriculture,” Journal of Political 
Economy, LVIIL (1950), 12f£., for a discussion re 


lated to, but not specifically including, the topics of 
this and the few preceding paragraphs 
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all, grants making possible the relative 
improvement of public health facilities in 
the low-income states seem to be almost 
identical in effect with the educational 
grants discussed above. This improve- 
ment would not only make it possible for 
greater numbers to be physically able to 
migrate but would also provide an incen- 
tive for additional capital investment in 
a region endowed with a more robust la- 
bor force Few, if any, families are influ- 
enced in their occupational and location- 
al choices by the availability of better 
hospitals, and those who are so influ- 
enced are either the better educated or 
the unproductive 

More direct effects will, of course, be 
present when the grants are conditioned 
so as to require expenditure on the provi- 
sion of social assistance to the relatively 
unproductive groups: the blind, the aged, 
the crippled, etc. These groups, for whom 
public assistance at the state-local-ad- 
ministered level provides an essential and 
important means of support, are influ- 
enced in their choice of residence by com- 
paring the assistance payments made in 
thedifferent states. Yet, since these groups 
are relatively unproductive, the resource- 
allocative effects will not loom large; in 
so far as they are unproductive they are 
not resources in an economic sense. Re- 
source-allocative effects will be present if 
members of such groups are partially 
productive or are members of families in 
which there are productive workers. It is 
perhaps to the advantage of the lower- 
income states and of the nation to have 
as many such people move out as pos- 
sible. Grants of an equalizing nature 
which allow these states to expand public 
assistance will reduce the net out-migra- 
tion for these groups. In an argument 
just the reverse of the one examined here, 
Mr. Birch apparently justifies condition- 
al grants of this nature in order to “pro- 
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tect’ the ‘more progressive”’ states from 
such migrants.” 

Grants providing unemployment re- 
lief will likely be resource-distorting 
This is evidently the case when unem 
ployment is not general and grants are 
made to provide relief in areas where iso 
lated blocs of surplus labor exist. Such 
grants clearly tend to preserve the struc 
tural dislocation indicated by the pres 
ence of the unemployment. But the areas 
receiving this type of grant do not neces 
sarily coincide with those of permanent 
low incomes. The same is true for relief 
grants made in times of general unem- 
ployment. If, as is the case in the United 
States, the low-income states are pre 
dominantly agricultural, relatively less 
actual unemployment may appear in these 
states than elsewhere, although under- 
employment will be present to a greater 
degree. 

The scope of this paper does not allow 
a detailed discussion of other and more 
specific grants-in-aid. The analysis given 
above is sufficient to indicate that no 
general pattern of resource distortion can 
be established. Without further qualifi- 
cation it cannot be stated that income 
transfers from the high-income to the 
low-income areas will tend to retard the 
movement of resources toward their most 
productive employments. In each case 
the results will depend upon the way in 
which the transfer is carried out and the 
relative importance of the offsetting ef- 
fects on different resource categories. In 
most of the cases discussed above the 
transfers seem to have the effect of en- 

'**The problem of social legislation may be 
stated simply. If the policies adopted vary signif 
cantly from one state to the next, the chances are 
that the more progressive states will suffer. The 
unemployed and the unwell will be attracted to 
them, while industry will be repelled” (A. H. Birch, 


“Federalism and Finance,” Manchester School of 
ind Social Studies, [1949), 164 
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couraging the flow of resources in the di- 
rection indicated to be desirable by mar- 
ket criteria. In some cases the effects will 
clearly be the opposite, but the exact re- 
sults cannot be ascertained in any case 
without detailed empirical inquiry. 

The argument that geographical in- 
come transfers of the sort discussed will, 
in general, tend to prevent desired re- 
source shifts seems to rest on three errors 
in reasoning. First, attention has been 
concentrated on the mobility of only one 
of the two basic productive factors, la- 
bor. A relative surplus of labor implies a 
relative shortage of capital resources, and 
the movement of capital is as important 
as that of labor in attaining long-run re- 
source equilibrium. The effects of grants 
on the inflow of capital to the poor areas 
has been almost completely overlooked. 
Second, homogeneity in the labor force 
itself has been assumed. This assumption 
is useful for many problems, but it leads 
to error here. Although the low-income 
areas are characterized by a relative 
abundance in the quantitatively impor- 
tant segments of the labor force, many 
selective types of labor are relatively 
scarce. Third, the specific way in which 
the transferred funds are expended has 
not been considered. The analysis as- 
sumes that grants are always used to pro- 
vide ‘‘good things’ for the people, but 
the precise nature of the ‘‘amenities’’ has 
rarely been spelled out. If it had been 
recognized that different means of ex- 
pending the transferred funds exert dif- 


ferent effects, this would itself have been, 


sufficient to limit drastically the generali- 
ty of the argument. 


II 
The generality of the initial argument 
may be reduced still further, however, if 
it can be shown that the existence of geo- 
graphical income differentials is not due 
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solely to resource disequilibria and that 
substantial interarea differences might 
well be present even with perfect resource 
adjustment. The assumption that income 
differences are almost wholly attribut- 
able to improper resource allocation lies 
behind much of the discussion. The fol 
lowing statement is representative: ‘If 
competition ,were perfect in the sense 
that there were no limitations on the 
divisibility and mobility of factors, little 
or no geographical differences in wealth 
or income could continue to exist.’’* 

Income differences among geographi- 
cal regions may be attributed in the main 
to resource maladjustment, and certainly 
most competent students of the problem 
of the low-income region of the United 
States, the South, agree that this is of 
primary importance. But to attribute 
differences wholly to this seems incorrect. 
Geographical differences in rewards to 
like units of resource will be completely 
eliminated by the free play of economic 
forces (i.e., no restrictions upon either 
migration or trade).’’ Factor-price equal 
ization, however, carries with it no full 
equalization of incomes, although it 
tends, of course, to reduce the differen- 
tials. It will eliminate income differences 
only on the acceptance of one of two high- 
ly unrealistic assumptions. First, if it is 
assumed that all units of the labor force 
are homogeneous and possess equal 
capacities to move into varying occupa- 

United States Congress. Federal, State, and 
Local Government Fiscal Relations (Senate Doc. No 
69) (78th Cong., Ist sess. [1943]), p. 185 

7 As Samuelson has shown, under certain condi 
tions freedom of commodity trade is all that is 
required to achieve this result. The degree to which 
freedom of commodity trade without freedom of 
migration will actually promote factor-price equali 
zation in an existing real-world situation seems an 
open question. (P. A. Samuelson, “‘International 
Trade and the Equalization of Factor Prices,” 


Economic Journal, LVIIL [1948], 167-84, and 
“International Factor-Price Equalization Once 


Again,” Economic Journal, LIX [1949], 181-97.) 
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tional categories, then regional dispari- 
ties in income will tend in the long run to 
he removed by resource-shifting. No 
matter how the areas are delineated, per 
capita real incomes will tend to be equal 
in all areas." 

If the assumption of homogeneity 
among human resource units is relaxed, 
then per capita real incomes in different 
regional areas of an economy will tend to 
he equalized only if all areas are com- 
pletely identical in all the factors which 
make for distinct occupational charac- 
teristics. If men possess differing inherent 
or acquired capacities, something supple- 
mentary to equalizing income differences 
will arise among occupational groups. 
Hence, for per capita incomes to be the 
same the occupational patterns within all 
areas must be substantially identical.’ 
This would require that there be no dis- 
tinguishing differences in climate, topog- 
raphy, soil, mineral resources, proximity 
to sea, invested capital resources, etc. In 
one sense, all of these are productive 
“‘factors,”’ but to speak of perfect divisi- 
bility and mobility of such geographical- 
lv fixed characteristics as climate and 
mineral resources is nonsensical. Evi 
dently this assumption of equivalent oc 
cupational characteristics cannot be ac 
cepted even as a first approximation to 


*If equalizing differences in money incomes 
tended to be geographical, then the equalization of 
real incomes might well he accompanied by geo 
graphical differences in money incomes. For example, 
average money income in New York might well be 
such an equilibrium position than average 
Vermont The best indication 


equilibrium between the low-income 


higt 
money income 
that such ar 
and the high-income areas has not been attained 


ims continuing net migration 


* Except for the accidental situation in which 
occupational patterns differ but offset each other 
“Occupational pattern” in the sense used here must 
also include the occupation of enjoying leisure, for 
the attractiveness of areas for the 
tend to cause geo 


differences in 
rentier groups will obviously 


graphical income differentials 
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any real-world situation. The acceptance 
of this would deny the existence of many 
of the advantages of interregional or in- 
ternational trade. 

Differences among states in average 
real-income levels would likely be present 
therefore even should the marginal con 
ditions of optimum resource adjustment 
be satisfied. It can be shown further that 
these marginal conditions can never be 
satisfied in such situations unless some 
interarea transfers of income are made. If 
income levels are different, then the fiscal! 
“pressures’’ upon like resource units will 
tend to be different. In the low-income 
states, taxes must be higher and or bene 
fits from combined state-local services 
lower than in the high-income states.” 
Resource units in the low-income states 
will be subjected to a heavier fiscal ‘‘pres- 
sure’’ than like units in other states. 
Therefore, if market conditions alone 
should indicate identical real rewards for 
a resource unit in a high-income and ina 
low-income state, the owner of the unit 
would tend to be attracted to the high-in- 
come state by the more favorable fiscal 
position. Hence, the optimum allocation 
of economic resources defined by market 
criteria will not be the equilibrium alloca 
tion attained by individual choices. This 
distortion can only be removed by a sys- 
tem of equalizing interarea income trans- 
fers. Such a system would have as its ob- 
jective the removal of fiscal differences 
among like resource units, the enforce- 
ment of “equal treatment for equals.” 
In this case, the argument that equaliz 
ing grants tend to prevent desirable re- 
source allocation is just the reverse of the 
truth. Income transfers are required be- 

* For a discussion of this point in considerably 
more detail see my ‘‘Federalism and Fiscal Equity,” 
op cit 

" This proposal has been discussed at length in 
**Federalism and Fiscal Equity,” ibid 


fore the optimum can be attained. It 
must be conceded, however, that the dis- 
tortion considered here will not be pres- 
ent except in the neighborhood of the 
equilibrium position. Thus, while the 
conclusion of this section tends to lessen 
the generality of the Scott argument, it 
is not directly applicable to current situ- 
ations in the real world where a signifi- 
cant portion of the areal inequalities in 
incomes could certainly be removed by 
resource shifts 


There remain to be examined briefly 
the over-all implications of the resource 
argument for public policy. The use of 
the fiscal system to promote a more de- 
sirable allocation of economic resources 
has often been proposed. The Marshall- 
Pigou proposals to tax increasing-cost 
industries in order to subsidize decreas- 
ing-cost industries are perhaps among the 
most familiar. However, none of these 
proposals has ever been made with the 
complete neglect of distributional con- 
siderations.” But the Scott objection to 
federal grants implies a negative utiliza- 
tion of the fiscal mechanism to secure 
optimum resource adjustment without 
any attention at all to the distributional 
effects of such action. And, in this case, 
these effects are clearly contrary to com- 
monly accepted ethical standards. If a 
transfer of income from a high-income to 
a low-income state is justified on other 
grounds, then the failure to carry out the 
transfer on the basis of this efficiency ar- 
gument obviously leaves the poor worse 
off, relative to the rich, than they would 
have been had the transfer been carried 
through as proposed. 


See A.C. Pigou, A Study in Public Finance (3d 
rev. ed.; Londor 
100 


Macmillan & Co., Ltd , 1949), p 
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It is evident that the positive-policy 
equivalent of this efficiency objection 
would not be generally acceptable in a 
liberal society. No one has come forward 
with a proposal to tax the low-income 


agricultural laborers of the cotton-grow- 


ing South at a much heavier rate than 
their “equals” elsewhere in order to pro 
vide them with an added incentive to 
move off farms into industry. Nor has 
anyone suggested that the proper solu- 
tion to the whole problem of distressed 
and blighted areas is the severe and dis- 
criminatory taxation of residents to 
force desired out-migration. Yet the sup- 
port of such seemingly harsh and oppres 
sive measures is similar to objecting to 
interarea income transfers solely on ‘‘al- 
locative’’ grounds. Thus, even if the eco- 
nomic analysis behind the resource-allo 
cation argument against central-govern 
ment grants to low-income states were 
completely acceptable, which it has been 
shown not to be, the use of this objection 
in forming policy would carry with it 
many implications concerning the proper 
use of the “‘fisc’’ which cannot and should 
not be summarily passed over without 
thorough examination. 

Equalizing transfers carried out by the 
central government designed to relieve 
the fiscal plight of the low-income states, 
whether in the form of differential tax 
rates or in that of equalizing grants, can 
not be rejected for efficiency reasons. It 
has been shown that the allocative ef 
fects vary from instance to instance, al 
lowing no universally applicable conclu 
sions to be drawn. In specific cases re 
source effects should perhaps be taken 
into account, but primarily the transfer 
policy should be based on alternative ob- 
jectives: equity, national] interest, and 
the preservation of minimum standards 
of the public services. 
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EN with high intelligence rise in 
the occupational world; the in- 
capable sink to the bottom of 

the social scale.”’ So runs a widely held 
conception of one basic structural feature 
of American society.’ Of late there has 
heen a spate of publications on social 
class, but most of these studies give only 
cursory attention to mobility.? Measure- 
ment of the relative importance of the 
factors affecting mobility has not been 
attempted. Thus, even when the belief 
quoted is accepted as a tendency, little 
effort is made to assess its strength. The 
belief remains a faith “there is always 
room at the top for the capable and am- 
bitious.”’ Often this happy condition is 
projected into an idyllic past’ “the days 


Dr. Florenee Kluckhohn has analyzed this 


ideology in its American setting in “Dominant and 
Pronles of Cultural Orientations: Their 
igniticance for the Analysis of Social Stratification,” 
Social Forces, XXVIIL (1950), 376-93. The present 
urticle common with most American writing on 


Substitute 


in 


this topic of recent years, stems from Sorokin’s 
Social Mobility. The authors are indebted to Pro- 
tessor Leo Goodman of the University of Chicago 


tor caretul criticisms and suggestions 


* The studies by Centers and by Anderson and 
Davidson i!luminate the mobility situation, but it is 
dithcult to relate their data to the community 
focused class studies. C. McGuire in his 
and Mobility Patterns,” American 
Sociological Review, XV (1950), 195-204, considers 
the relation between differential birth rates and 
class mobility 


“Social 


Stratincation 


Kentuc ky 


of opportunity are gone.”’ Before we la- 
ment the disappearance of opportunity 
or herald the iron laws of status fixation, 
it may be prudent to estimate just how 
effectively the existing mechanism of se- 
lection operates in sorting persons out, 
not according to inherited status, but ac- 
cording to their capacities. 

This paper presents a preliminary ex- 
ploration of the relations of intelligence 
to occupation and mobility. We ask: 
What is the correlation between sons’ in- 
telligence and their mobility into occupa- 
tional strata different from their fathers’? 
Our tentative estimate is that at least a 
third of such mobility may be imputed to 
intelligence.* 

This estimate is based on answers to 
three other questions that are of interest 
in themselves: (1) To what extent is in- 
telligence associated with occupational 
status? To the existing evidence on this 
point we add little beyond calling atten- 
tion to certain asymmetries in the data 
that are commonly overlooked. (2) How 
much mobility in the sons’ generation 
would be required to bring the factors of 
intelligence and occupational status into 
perfect correlation? (3) How does the ob- 


served mobility compare with the 


+ These findings refer to the nonfarm popuiation 
ouly 
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amount that would occur if sons shifted 
occupational status in accordance with 
the discrepancy between their own abili- 
ty and their fathers’ status? 


A. THE DATA 


Three sources of information were 
used.* First, the relations between occu- 
pation and intelligence of one generation 
were derived from the Harrell and Har- 
reli study of an army sample.® Their cate- 
gories were classified on the Edwards oc- 
cupational-status scale for direct com- 
parison with mobility data. Second, the 
scores were weighted by Edwards’ 1930 
distribution of the American population. 
Third, the mobility data were adapted 
from Centers’ study of father-son pairs.* 
The occupational strata are: (1) profes- 
sional; (II) managers and proprietors; 
(III) clerical; (IV) skilled manual; 
(V) semiskilled; and (VI) unskilled. 


“Top managers’’ of big business and gov- 


ernment are excluded here, since they are 
not represented in the Harrell data, and 
farmers are excluded because Centers’ 
sample of sons did not cover them.’ 

It is unnecessary to belabor the obvi- 
ous shortcomings of either the Harrell or 


*It was necessary to approach the problem 
obliquely, juxtaposing data of diverse origins, for 
there is a total! absence of codified materials em- 
bracing the minimum data upon one common popu- 
lation. 

*T. W. and M.S. Harrell, “Army Genera! Classi- 
fication Test Scores for Civilian Occupations,” 
Educational and Psychological Measurements, V 
(1945), 223-39. The study by Naomi Stewart 
(“AGCT Scores of Army Personne] Grouped by 
Occupation,’’ Occupations, XXVI [1947], 1-37) 
covers a larger sample but gives only widely sepa- 
rated percentiles of the AGCT distributions. Since 
tiner breaks were needed for this paper, the Stewart 
study was used only as a check on the Harrel! and 
Harrell findings. Dr. Stewart gives an excellent 
statement of the limitations of the army intelli- 
gence and occupation data. 

*R. Centers, “Occupational Mobility of Urban 
Occupational] Strata,’’ American Sociological Review, 
XIII (1948), 197-203. 
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the Centers samples or the limitations of 
mass intelligence tests.* Furthermore, 
there are obvious defects in the Edwards 
classification of occupations when used 
as an index of either social status or intel- 
ligence requirements for various types of 
vocation. (Certain aspects of this prob- 
lem are considered in Appendix Note 1.) 
The chief distortion is in the heterogene- 
ous category “‘clerical’’ which divides in- 
to two relatively distinct substrata: 
(IIIA) office clerical and (IIIB) other 
clerical. 


B. ASSOCIATION BETWEEN INTELLIGENCE 
AND OCCUPATIONAL STATUS 

Indirect evidence of the influence of in- 
telligence upon mobility lies in the dis- 
tribution of mental test scores by occu- 
pational status. To the extent that intel- 
ligence is a major factor in mobility from 
one occupational stratum to another, we 
should expect the more intelligent men 
to be concentrated in the upper and the 
less able men in the lower occupational 
brackets. 

From what intelligence levels do the 


’ These exclusions lead to an understatement of 
mobility, though it is doubtful that they introduce 
any systematic bias so far as the role of intelligence 
in mobility is concerned 

*It is generally agreed that intelligence dis- 
tributions by occupation contain a social bias in 
favor of the “higher’’ occupational statuses and 
against the “lower,’’ but there is little agreement 
concerning the extent of this bias. It is, however, 
notable that a considerable proportion of men 
with high intelligence scores are to be found among 
the unskilled and semiskilled workers (see Table 3); 
the “test bias’”’ argument is double edged. This may 
in part reflect a special bias in the Harrell data 
against the intelligence-status correlation, because 
the sample related to a population of young men 
Many of these men will move up the occupational 
ladder as they mature, and presumably this upward 
movement will be correlated with intelligence. What- 
ever the net bias may be, it will be largely circum- 
vented in estimating the role of intelligence in 
actual! mobility; this fact will become apparent in 
the last sections of this paper 
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several occupational strata recruit? The 
distribution in Table 1 is distinctly non- 
random. The professions (Stratum I) 
contain four times the total population 
percentage of men scoring over 140 and 
nine times “‘expectancy”’ of those over 
150. They have only one individual for 
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at the figures for ranges of scores, it is 
evident that the highest scores (above 
150, or the upper 0.3 per cent) occur in 
all but the lowest status levels; and even 
in these ranks there are men scoring 
above 140. Scores below 60 were virtually 
absent in all nonmanual groups. Whether 


TABLE 1 
PERCENTAGE DISTRIBUTION OF INTELLIGENCE CATEGORIES 
WITHIN EACH OCCUPATIONAL STRATUM® 


150 and over 
140-49 


140 and over 

120-39 

110-19 

100-109 

99 

79 

Less than 60 
Total 100 

Mean score 17 115 

Range of scores So-157 60-153 60-155 


* Percentages for the total po 


tance in the 1930 population cached ing “‘top managers’’ and farmers). That weighting is shown in the 
n the data in A.M. Edwards, 4 Social Economic Grouping of the Gainful Workers of the Umiied States (W 


based « 


105 
30-155 


OCCUPATIONAL STRATA 


100 


%6 
20-149 | 26-145 


yulation were derived from those for the qnumatioae strata, ary wel hted by its relative impor 


ast column of Table 2; it is 


sshington, DC 


Bureau « #f the Census, 1958), p 10. Within each stratum the several occupations were weighted equally 


? Less than 0 5 per cent 


each nine “expected” between 60 and 79, 
and less than a fourth of the quota among 
those scoring 80-100. The observed het- 
erogeneity of the clerical group supports 
‘the division adopted for that category in 
that office clerical (Stratum IITA) gener- 
ally high, while other clerical 
(Stratum IIIB) and skilled manual 
(Stratum IV) are distributed almost 
randomly. This is consistent with the 
generalization often made that these 
strata (with farming) are the key bridges 
across the chasms of the status structure. 
lhe less skilled positions at the other end 
of the scale draw heavily from men scor- 
ing low, but they contain a sizable pro- 
portion of able men too. In fact, looking 


score 


the intelligence-occupation association 
revealed by this table is regarded as 
“high” or will depend upon one’s 
previous assumptions. 

In Table 2 the same basic data are ar- 
ranged to focus on the question: ‘What 
occupations do men of high (or low) men- 
tality enter?’”’ While individuals scoring 
above 150 were absent from manual oc- 
cupations, yet a sixth of the men in the 
next bracket (140-49) were in the two 
lowest occupational strata; this is nearly 
half the chance proportion there (16 ver- 
sus 39 per cent). The lower third of the 
population (persons scoring below 100) 
are ‘‘excluded”’ from the two top occupa- 
tional groups more effectively than the 


\ 
\ 
AUCT Socom 
1 Il il IV \ VI Illa Total 
26 08 05 t 02 0 35 
63 24 13 06 10 40) 22) 191 
1 1 5 | 23 
18 13 | #4 27 | 23.5 
24 16 $15 29 | 219 
4 | Is | 20 | 198 
32] 32 7 | 19 | 221 
8} 4 8 6 
100 | 100 | mm 100 | 100 | 1000 
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most able 2 per cent are drawn into them. 
Elimination of the less intelligent men 
from the topmost level appears more cer- 
tain than the rise of brilliant men from 
low positions to high ones. Selectivity is 
not symmetrical.° 

Conclusions about the total pattern 
are limited by the marked discrepancy in 
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the relative size of the intelligence and 
occupational categories in these tables; 
distortion is an obstacle even at the ex- 
tremes. To surmount this difficulty, 
Lorenz distributions were used to con- 
vert the categories into quintile groups, 
shown in Table 3.'° A random scattering 
of cases in Table 3 would yield 20 cases 


TABLE 2 


PERCENTAGE DISTRIBUTION OF OCCUPATIONAL STRATA WITHIN 
EACH INTELLIGENCE CLASS 


OCCUPATIONAL 


140 and) 120- 


Over 


150 and 
Over 


24 
13 
35 


14 
5 


* Less than 0.5 ,er cent 
t Clerical groups A and B were 
combined. The occupational strata are t 


* How much of this asymmetry reflects an un- 
attractive personality disqualifying capable men 
we do not know; nor can we say what part of per- 
sonality defects are socially produced or how many 
innately intelligent men in lower strata failed to 
reveal their capacities on the AGCT tests (see n. 8) 

This asymmetry was noted in Stewart's study. 
She found less variability among occupations in the 
10 per cent making the highest scores than in the 
10 per cent making the lowest. Also the variability 
in AGCT scores as measured by the quartile devia- 
tion increased with movement down the scale of 
occupations as ranked by median scores. This 
contrast she attributed primarily to the facts that 
(1) certain vocations eliminate men below some 
minimum ability, whereas there is no upper ability 
limit imposed by the job, and that (2) “possession 
of specific traits or aptitudes, opportunity, interest, 
and ambition are some of the factors that contribute 
to the findings.’’ Furthermore, “it would be of gen- 
eral psychological interest to determine to what 
extent those with high AGCT scores in the lower- 
level occupations are occupationally maladjusted." 


110- 
19 109 


AGCT Scone 


| Less 
than 60 


100- 


| 
co 
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hted according to their representation in the army data on the base of total weight of 21 7 
Edwards scale, and the AGCT scores are from Harrell 


TABLE 3 


QUINTILE DISTRIBUTION OF OCCUPATIONS 
AND AGCT Scores* 


OCCUPATIONAL QuINTILES 


| 


* Each row and column totals 100, for a grand total of $00 


'’ This procedure assumes a continuum in the 
groupings that is not fully justified for the occupa- 
tiona! groups. It happened that the break between 
the first and second occupational quintiles came in 
the clerical group, having the effect of splitting this 
stratum into its two sections and thus aligning the 
occupational quintiles moderately well. 


; 
49 | 99 79 Total 
I 47 21 14 7 3 1 
II 21 12 | 17 11 5 1 . 
32 35 | 33 | 29 19 12 4 
IV . 16 | 18 25 29 25 23 13 | ey 
6 11 15 20 29 33 32 | 
VI 10 9; 7 13 21 28 39 55 a 
Total 100 100 | 100 | 100 | 100 100 100 100 | 
At 25 21 22 19 13 3 
IIIB ? 14 13 14 16 i3 | 9 4 
j 
| 
—= 
| 
4 
AGCT 
iy 2 | | 5 
Ras 40 28 | #15 10 7 a 
2 29 27 | 2 13 11 
3 | 19 | 23 | 22] 18 18 
4 10 5 | 23 | 2 26 — 
5 2) 7 2 | «33 38 


per cell, the diagonal sum being 100. The 
ratio of the actual to the “expected”’ di- 
agonal sum is 1.53 

Again we have evidence that the able 
men get up the scale with less certainty 
than the incapable are eliminated, 
though the contrast is less striking than 
in previous tables because of the broader 
categories at the extremes. Men in the 
lowest AGCT quintile appear in the top 
quintile occupations to only a tenth of 
the expected number (2/20); men with 
high scores are found in the lowest job 
quintile with about a third of the expect- 
ed frequency (7/20). Manifestly a large 
proportion of men do not occupy those 
positions in society in which they would 
be found were intelligence alone the de- 
terminant. Hereafter a perfect correla- 
tion between intelligence and occupa- 
tional level will be posited as the “ideal.” 

This moderate correlation between in- 
telligence and occupational status points 
up the fact that, when we talk of inter- 
generation mobility, we must think in 
terms not only of the actual occupational 
status of fathers and of sons but also of 
the occupations that the fathers ‘‘should 
be" pursuing. The discrepancy between 
actual and “ideal” positions of fathers is 
itself a clue both to forces favoring and 
to those hindering mobility by sons. 
(Henceforth the data of the preceding 
tables will be taken to apply to the 
“‘fathers.’’) 


C. INTELLIGENCE REGRESSION AND THE 
ASSOCIATION BETWEEN INTELLIGENCE 
OF SONS AND OCCUPATIONS OF FATHERS 


The next step was to take intelligence 
regression into account in estimating the 
intelligence of sons in relation to the po- 
sition of their fathers. Only when this is 
done can we estimate the extent of the 
mobility that would be required to attain 
in a second generation the “ideal” of per- 
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fect correlation between occupational 
status and intelligence. And such an esti- 
mate is needed as a step toward answer- 
ing both the basic question, ‘‘What role 
does intelligence play in actual mobili- 
ty?’ and the related question, “How 
does observed mobility compare with the 
amount that would be required to attain 
the ideal?”’ 

The distribution of sons’ intelligence 
by occupational status of fathers is 
shown in Table 4A on a population base 
of 1,000. (The derivation of these figures 
is explained in Appendix Note 2. Part B 
of Tables 4 and 5 should be ignored at 
this point.) Table 4A may be compared 
with Table 5A, showing intelligence of 
fathers by own positions, Table 5A being 
simply a recasting of Tables 1 and 2. The 
reason for recasting the data into this 
form will become evident presently. 

That the occupation of fathers shows a 
closer association to their own than to 
their sons’ intelligence is evident and to 
be expected. Converting Table 4A into 
quintiles (Table 6), we find that the diag- 
onal ratio for sons is only 1.19 as com- 
pared to 1.53 for fathers (Table 3). The 
deviations from random for all cells (with- 
out signs) total 80 for sons as against 190 
for fathers, out of a possible 800 in each 
case. 


D. IDENTIFYING THE “IDEAL’’ AND 
MEASURING “DEPARTURE 
FROM THE IDEAL” 


As noted previously, an “ideal” dis- 
tribution is here taken to mean simply 
the distribution that would occur if 
AGCT scores were perfectly correlated 
with occupational status; it is not as- 
sumed to be the “best”’ distribution. In 
order to examine mobility toward such 
an ideal, it is necessary to identify the 
ideal distribution statistically. In the 
quintile tables we have already identified 
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tion of the ideal in this way assumes an 
occupational structure that is “given”’ in- 
dependently of the intelligence distribu- 
tion. We forego the enticing speculation 
of the possibilities if occupations were re- 


the ideal as a distribution such that all 
cases fall on the diagonal; the most intel- 
ligent fifth of the men hold the fifth of 
the jobs with highest status, etc. By the 
same logic an ideal may be identified for 


TABLE 4 
DISTRIBUTION OF SONS’ AGCT SCORES BY FATHERS’ OCCUPATION 
A. ORIGINAL DISTRIBUTION 


Farnres’ Occupational Stmata 
Sows AGCT 


140 and over 
120-39 
110-19 
100-109 

99 
Less than 80 


Total 


AGCT INTERVALS ADJUSTED TO FATHERS’ 
OCCUPATIONAL PERCENTAGES 


Farners’ Occupationan 


sons’ AGCT 
Scoars 


Highest 6.3%* 

21.7% 
23.4% 

19 9% 

Lowest 19 5% 


Total 


| 


17 


* The limits of these new intervals are (1) 133 and over, (2) 126-32: (4) 115-25. (4) 104 


14, (5S) 91-103; and (6) less than 91 


the particular distributions of Tables 4A 
and 5A, as shown in Table 7." 
The reader will notice that construc- 


" Table 7 was constructed as follows. There are 
to be 63 men in Stratum I, who ideally will come 
so far as possible from the top intelligence bracket. 
But only 23 such men are available, all of whom will 
go there, leaving 40 to come from the 120 39 cate- 
gory. Only 92 are needed in Stratum IJ, all of whom 
can come from the 120-39 category. But there re- 
main 103 men of this score level to allocate, so they 
go into Stratum ITT; ete 


structured according to the distribution 
of abilities. Table 7 refers to the occupa- 
tional structure of the generation of 
““fathers’’; a new table will be required to 
allow for the change in this structure 
over a generation. 

Now, how far do the actual distribu- 
tions depart from these “‘ideals’’? In line 
with the focus upon mobility, a meaning- 
ful definition of degree of departure is 


4 

a 

x 

22 | 2 | 68 | S2 | 37 | 33 3 lg 
1 | 22 | | St 40 | 38 | 219 
2 39 198 

18 | 43 | 47 
39 54 51 §2 221 

Ak 

2 5 13 | 25 | 28 3 104 me 

> | 5 | 1,000 

mz 63 92 217 234 199 19 | 2 ia 

I wl ov Total 
| 12 | 28 | 20 23 92 
17 244 | $5 | SO | 39 | 32 217 
16 21 | 5)! 52 46 48 234 
18 | 9 | SI 43 | 42 199 
5 12 | 2 | 4 | 49 | 54 198 Ay 
63-92 234 | 199 | 195 | 1,000 
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clearly the number of moves that would 
have to be made to reach the ideal. Two 
elements are involved: the number of 
persons who would have to move to an- 
other stratum and the number of occupa 
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to make 1,100 moves to attain that ideal 
within their own generation."’ If sons 
were the intelligence duplicates of their 
fathers, they, too, would have to make 
1,100 moves per 1,000 men from their 


TABLE § 


DISTRIBUTION OF FATHERS BY OCCUPATION AND INTELLIGENCE 


A ORIGINAI 


140 and over 
120-39 
110-19 
100-109 

99 
Leas than 


Total 


* Loewe than 0 per cent 


DISTRIBUTION 


OCCUPATIONAL STRATA 


Tota! 


23 
235 
219 
198 
221 
104 


1,000 


R AGCT INTERVALS ADJUSTED TO FATHERS’ 
OCCUPATIONAL PERCENTAGES 


AGCT Scoars 


Highest 6 3% 
Next 9 2% 


— 


Lowest 19 


2 


Total 


tional status lines they would have to 
cross.” 

Lsing the quintile definition of the 
ideal, 1,000 fathers (Table 3) would have 


"’ Evidently the number of moves as well as the 
ideal will differ if the occupational and the AGCT 
intervals are changed, even though the same basic 
population is under examination. Hence we may 
compare movement from Table 3 or Table 6 to the 
ideal of a concentration in the diagonal cells, or we 
may compare movements from Tables 4A and 5A to 
Table 7; no direct comparison of the estimates 
derived from the quintile distributions with those 
from the original distributions is permissible 
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'8 Since this technique is uncommon, the compu- 
tations are demonstrated with Table 3. Of the S00 
men, two-thirds must shift (S00— 153 diagonal] cases, 
or 347, which is 69 per cent), half upward and half 
downward. The gross or aggregate movement (men 
moving times quintiles crossed) is 275 each way, or a 
total of 550—something over one quintile shift per 
capita, or 1,100 moves per thousand “fathers.”’ 
To shift all the “fathers’’ of Table 3 who are in 
AGCT quintile 1 into occupational! quintile 1, the 28 
men of occupational quintile 2 must each shift up 
one quintile, 15 men must each move up two quin- 
tiles, 10 move up three steps each, and 7 move up 
four steps each. This totals 116 upward moves in 
AGCT quintile 1. Similarly the aggregate move 
ment for AGCT quintile 2 is 79 up and 29 down, 


\ 
AGCT Scours j | | 
| 4 | 3 1 | 2 | 
33 | 38 | 78 | 42 | 27 17 
f 16 23 63 S56 32 29 
6 17 38 | 56 40 41 
3 9 26 55 68 63 
4 | 22 4 43 | 
— 63 | 92 | 217 | 234 | 199 | 195 | 
0 | 22 8 6 | § 63 
17 31 15 0 | 6 92 
21.7% | 68 | SO | 27 | 22 217 
: 23 4% 22 34 63 42 42 234 
19 9% | 28 | S4 | 52 | 49 | 199 
3 13 4 | 62 71 195 
° Zz m | 92 | 217 | 234 | 199 | 195 | 1,000 
- ~ 
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status of birth to the ideal position. Mak- 
ing a realistic allowance for regression of 
intelligence, as in Table 6, to attain the 
ideal of concentration in the diagonal 
cells would necessitate a larger number of 
moves; namely, 1,392 for 1,000 sons. Of 
these 1,392 moves, 292, or 21 per cent, 


TABLE 6 


(QUINTILE DISTRIBUTION OF SONS’ INTELL! 
GENCE AGAINST FATHERS’ OCCUPATION* 


OccuPATION QUINTILES 
Suns 


AGCT 
(QUINTILES 


* kach row and column totals 100, for a grand total of S0U 
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quintile intervals, the aggregate moves 
are fewer.'* On this basis fathers (or sons, 
in the absence of intelligence regression) 
must make a total of 826 moves (from 
Table 5A) to reach the ideal as defined in 
Table 7—413 moves in each direction. 
When regression is taken into account, 
the total moves required of the sons 
(from Table 4A) is 1,136, of which 310 
(i.e., 1,136 — 826) merely offset intelli- 
gence regression. With this scale of units 
the regression component equals 27 
(rather than 21) per cent of the total 
moves required of sons. 

Summarizing the analysis to this 
point, it is clear that any comparison of 
actual mobility with that needed to at- 
tain a given “‘ideal’’ distribution must 
reckon with both (1) the marked dis 
cordance between positions and abilities 
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“IDEAL” DISTRIBUTION: INITIAL OCCUPATIONAL STRUCTURE 


AGCT Scoaes 


140 and over 
120-39 
110-19 
100-109 

99 
Less than 80 


Potal 


are attributable to the fact that sons’ in- 
telligence differs from that of their fa- 
thers. The remaining 1,100 moves, or 79 
per cent, are due to the original devia- 
tions of fathers from an ideal distribu- 
tion. 

When we use the original occupational 
and AGCT intervals rather than the 


for quintile 3, 54 up and 61 down; for quintile 4, 
26 up and 83 down; and for the last quintile, 102 
down. Hence 275 up, 275 down, or 1.1 moves per 
man 


UCCUPATIONAL STRATA 


among fathers and (2) the divergence be- 
tween sons’ and fathers’ intelligence. Of 
these two components, the former ap 
pears to be the more important. It is evi- 
dent also that the measurement of these 
components is affected by the class inter 
vals--appropriate adjustment for which 
will be made in due course. 

First, however, the observed actual 
mobility must be examined, and particu 


‘* The reasons for this will be considered in 
Section H, below 
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lar attention paid to the effect of the 
changes in the occupational structure it- 
self frora one generation to the next. In 
short, how much mobility would be re 
quired simply to keep in step with the 
changing occupational pattern of the 
economy? And to what extent would this 
change in structure increase the moves 
necessary to attain the “ideal” distribu- 
tion of men among positions? 
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which was built up in the same way as 
Table 7 but by using the sons’ occupa- 
tional distribution instead of the fathers’ 

It is appropriate now to ask how much 
mobility by sons would be needed to 
reach the ideal in so far as this movement 
is called for solely by the shift of the oc- 
cupational structure— that is, assuming 
the correlation of father-son intelligence 
to be 1.0, and hence starting from Table 


8 


OCCUPATIONAL DISTRIBUTION OF 1,000 
FATHER-SON PAIRS* 


lotal 63 


StTRata 


Total 


92 
117 
238 
204 
216 
133 


195 1,000 


* (Computed by applying Centers’ figures on the occupational distribution 
of sons of fathers in each occ upational category to the Edwards occupational dis 
tribution as used in this study. The Centers figures were first adjusted to elimi 
nate farmers, farm laborers, and big-business managers 


bk. THE CHANGING OCCUPATIONAL STRUC 
PURE AND MOBILITY REQUIREMENTS 


The change in occupational structure 
from one generation to the next (among 
the urban population) is indicated in 
lable 8, which is adapted from Centers’ 
data. The general upgrading of the popu- 
lation as a whole is evidenced in a com- 
parison of the column of totals for sons 
with the row of totals for fathers. There 
have been marked increases in the top 
groups and a sharp decline in the propor- 
tion of unskilled workers. 

Because of this altered occupational 
distribution of the total population, an 
ideal incorporating this structural change 
differs from that indicated in Table 7 
This new ideal is shown in Table 9A, 


5A. In comparing the actual with the ideal 
the procedure is similar to that used be- 
fore, and we obtain 1,035 moves, 650 up 
and 385 down. The difference of 265 
measures the upward drift of the occupa- 
tional structure. This 265 is not a net ad- 
dition to the movements to the ideal that 
would otherwise be required, for some of 
these upward moves may also be toward 
the ideal. As a first approximation we 
may compare the 1,035 moves as just 
computed with the 826 moves of fathers 
to obtain a net figure of 209 moves im- 
putable to the change in the structure. 
This comparison runs into difficulties, 
however, because the change of occupa- 
tional percentages has altered the ideal! 
This problem will be taken up later 
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Nevertheless, at this point the analysis _ tion of the total population for both in- 
may be pushed ahead by allowing for  telligence and occupation, as well as the 
both the shifts in structure and the re- ideal, were identical in both cases. Sub- 
gression of sons’ intelligence. Now the  tracting 1,035 from 1,323 yields 288 as 
starting point prior to mobility is the dis- the gross movement required because of 
tribution of sons’ intelligence by occupa-__ intelligence regression when occupational 


TABLE 9 


IDEAL” DISTRIBUTION: OCCUPATIONAL STRUCTURE OF 
SECOND GENERATION 
ORIGINAL DISTRIBUTION 


A 


sons OccvpatiowaL Srmara 


Total 


140 and over 2 23 
120-39 09 117 49 235 


110-19 189 ” 219 
100-109 174 ” 198 
80 99 192 2” 221 


Less than 80 104 


Total 1,000 


AGCT INTERVALS ADJUSTED TO FATHERS’ 
OCCUPATIONAL PERCENTAGES 


Sons 0) 


CUPATIONAL STRATA 


Highest 6.3% 


Next 9 2% 29 63 92 
21.7% 4 103 217 
23.4% 75 159 234 : 
19 9% 45184 199 

Lowest 19 5% 62 133 1958 


Total 


tion of fathers as shown in Table 4A, and _ shift is taken into account. The 288 is 22 
the appropriate ideal is that shown in per cent of 1,323. 

Table 9A, which allows for occupational 
structure change. In the present case we 
obtain a total of 1,323, or 14 moves per 
man, with a net upward movement of A direct comparison of the moves by 
265, as before. The 1,323 is directly com- sons necessary to attain the ideal with 
parable with the 1,035 moves required of American mobility as reported by Cen- 
sons when the intelligence factor was ters is possible only if the class intervals 
eliminated, since the percentage distribu- on both distributions divide the popula- 


F. ADJUSTING THE DATA FOR COMPARISON 
WITH ACTUAL MOBILITY FIGURES 
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tion into the same fractions which must 
of necessity be those of Table 8 adapted 
from Centers. Hence the AGCT distribu 
tion was transformed by means of Lorenz 
curves (as previously in deriving quintile 
distributions), so that the successive 
\GCT intervals contained the same per- 
centages of the population as those in the 
distribution of fathers by occupation in 
Table & 

This new distribution of fathers’ intel- 
ligence against occupation is shown in 
Table 5B; that for sons, in Table 4B. The 
ideal before occupational — structure 
changes now becomes defined as a con- 
centration of all cases in the diagonal 
cells of Table 5B. After allowing for shift 
of occupational structure over a genera- 
tion, the ideal is as shown in Table 9B; 
this table has the same margin totals as 
lable 8 on actual mobility. 


G. COMPARISON OF MOVEMENTS TO THE 
“TDEAL’’ WITH ACTUAL MOBILITY 
DATA: FIRST STEPS 


It is now possible to compare directly 
the actual mobility figures and the move- 
ments of sons to the ideal when both in- 
telligence regression and the shift of oc 
cupational structure are taken into ac- 
count. Computing the movements as be- 
fore (but using the "B” data), we obtain 
1,007 actual moves in Centers’ data and 
1,239 moves needed to bring sons to the 
ideal distribution. If all the 1,007 ob- 
served occupational changes of Table 8 
had in fact been toward the ideal, as here 
defined, then the mobility of the single 
generation would have accomplished 
1,007 1,239, or 81 per cent of that needed 
to attain the ideal. An as yet undeter- 
mined part of this mobility would be re- 
quired merely to maintain the associa- 
tion between intelligence and occupation 
that had characterized the generation of 
fathers 
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It has been indicated that there are 
two components in the movements need- 
ed to maintain the initial association as 
observed among the fathers: those due to 
intelligence regression and those due to a 
shift in occupational structure. The for- 
mer component may now be isolated and 
related to the actual mobility. The gross 
movement to the ideal as identified in 
Table 9B, taking all components into ac- 
count (i.e., from Table 5B to Table 9B) 
was found to be 1,239. That needed after 
eliminating the intelligence regression 
component (i.e., from Table 4B to Table 
9B) is 951. These figures are on the same 
class-interval base and directly compa- 
rable. The difference is 288 moves imput 
ed to intelligence regression, or 23 per 
cent of the total 1,239. 

There remains the task of measuring 
the effect of the shift in the occupational 
structure. No perfect assessment is pos- 
sible, but a study of the effects of class in- 
tervals on the estimates of movements to 
the ideal will provide the basis for a rea- 
sonable estimate. 


H. THE EFFECTS OF CLASS INTERVALS 
UPON THE IDEAL AND UPON ESTIMATES 
OF MOVEMENTS NEEDED TO ATTAIN THE 
IDEAL 


The influence of unlike class intervals 
upon the results depends mainly upon 
the arrangement of cases in the ideal 
tables. To take the extreme case, an ideal 
for Table 5B would assign all cases to 
diagonal cells alone. But this is a stricter 
conception of the ideal than allowing 
some cases adjacent to the diagonal. For, 
whatever the actual distribution, an ideal 
having cases in cells outside the diagonal 
will potentially include a larger portion 
of actual cases; it would also diminish the 
number of occupational boundaries to be 
crossed by the remaining individuals in 
moving to the ideal. The magnitude of 


this effect will be larger the closer the as- 
sociation between intelligence and occu- 
pation. 

The apparently arbitrary results ob- 
tained when the ideal is shifted are high- 
lighted by the aggregate movements 
given in Table 10 (the “\"’ figures of this 
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with the greater deviation of the ideal 
from random. Hence it is feasible to com- 
pare gross movements as ratios to the 
deviation of the ideal from random. If 
these ratios for each A, B pair are identi- 
cal, then the use of the deviation of ideal 
from random as a denominator corrects 


TABLE 10 ‘ 


EFFECTS OF CLASS INTERVALS UPON ESTIMATES OF MOVEMENTS FKOM ACTUAL To IDEAL 


Moves to | Deviation of Ratio of 
Movement to “Ideal Ideal | Ideal from Ratio of AB iw 
(0/00 Men) Random Col. 1/2 Col. 3 
(1) (2) | (3) | 4) 
1. Fathers to the ideal 
A. Old AGCT intervals 826 1,239 0.667 0 917 


B. New AGCT intervals 


2. Sons to ideal, correcting only for re- 
gression 

B. New AGCT intervals 

Sons to ideal, correcting only for occu 

pational structure changes 

A. Old AGCT intervals 

B. New AGCT intervals 


Sons to ideal, both corrections 


B. New AGCT intervals 


A. Old AGCT intervals 1,136 


1,616 


1,239 917 1 032 
1.616 


1,325 781 0 967 
1,260 


A. Old AGCT intervals 1,323 | 1,325 yv9 O 984 


1,260 


Actual mobility of sons 1,007 1,200 


table have already been discussed; the 
“B” figures are derived from the “‘new”’ 
distributions and their associated ideals). 
The chief clue to the variations due to 
choice of different ideals is found in the 
second column, the deviation of the idea! 
from random.” 

Clearly for any A/B pair of gross 
movement figures purporting to measure 
the same thing (but with different AGCT 
class intervals), the higher figure goes 


“% Random is detined as in a contingency table, 
the expected cases in each cell being the cross-prod- 
uct of the marginal totals divided by NV or 1,000 
The deviations from random shown in Table 10 are 
simply the sum of the devitions in all cells, ignoring 
signs. We refrained from squaring deviations in order 
to keep all computations !n terms of moves 


precisely for the whole effect of the 
change in AGCT intervals. Thus 826 
1,239 would equal 1,174/1,616, 1,136 
1,239 would equal 1,436/1,616, etc.; 
these ratios are given in the third column 
of the table. A figure above unity in the 
fourth column indicates an overcorrec- 
tion; a figure below unity, an undercor- 
rection. In the case of movement of fa 
thers to the ideal the correction is insufli- 
cient (0.667 is only 91.7 per cent of 
0.726); in the remaining pairs of ratios 
there are only minor deviations. 

With this explanation as a back- 
ground, we can now adjust the estimates 
of movements to the various ideals and 
secure greater comparability among 
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them. Tying the analysis to Centers’ mo- 
bility data, each ratio of the third col 
umn of Table 10 was multiplied by 1,260, 
which is the deviation of random from 
the ideal for the class-interval combina- 
tions directly comparable to Centers’ 
data. The result for the A series is found 
in the first four entries of the first column 
of Table 11; that for the B series, in the 
second column 
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As remarked earlier, no perfect solu- 
tion of this question is possible with 
available empirical data. There is, in 
fact, an obstacle inherent in the very log- 
ic of the procedure in that our meaning 
becomes ambiguous if we are forced to 
compare approximations to two different 
statistical ideals. What must be attempt 
ed is to obtain a figure that may be inter 
preted ‘‘as if’’ the ideal before the shift in 


TABLE 11 


ANALYSIS OF GROSS MOVEMENTS WITH ADJUSTMENTS FOR DEVIATIONS 


OF THE IDEALS FROM RANDOM 


Fathers to idea! 


Movements Basep on 


Original 
AGCT 
Intervals 


A) B) 


New AGC! 
Intervals* 


S40 915 


Sons to ideal, before occupational structure shift, but after re 


gression 


Sons to ideal, after occupational structure shift, but no regression 


Gross over-all movement of sons 


3) 4 Intelligence regression component 


2) 4 Occupational structure shift component 


4 
(4—1)/4 
4— 3) 4 plus (4 2)/4 


Adjusted to ‘new 


1. SELECTING THE “BEST” 
ESTIMATES 

The problem still. to be coped with is 
the determination of the component of 
movement of sons attributable to the al- 
teration of the occupational structure 
from one generation to the next. It is 
only when we have an estimate for this 
component as well as for the one repre- 
senting intelligence regression that we 
can estimate the mobility necessary to 
maintain among sons the same degree of 
approximation to an ideal correlation be- 
tween occupation and intelligence as 
characterized their fathers. Actually, it 
is the sum of these two components that 
is desired 


base after occupational structure shift (deviation 1,260) 


the occupational structure were the same 
as afterward. A step in this direction was 
to state everything in relation to the de- 
viation of random from ideal. A selection 
must now be made of the “best”’ estimate 
of the occupational structure change 
component, with this underlying logic in 
mind and as a part of the whole pattern 
shown in Table 11. 

Two acceptable values are already in 
hand. The appropriate figure for aggre- 
gate movement of sons taking all compo- 
nents into account is clearly item 4 of the 
second column of Table 11, or 1,239 
moves per 1,000 men. The movement im- 
putable to intelligence regression after 
taking the shift of oceupational structure 


| 
| 
| 
1,155 1,120 
O84 951 
1,259 1,239 
} 0 218 0.232 
0 083 0 
0 343 0. 262+ 
0 301 0 


into account is 1,239 minus 951, or 288, 
which is 23 per cent of 1,239. Unfortu- 
nately, these are the sole reliable figures 
in the second column, for in other cases 
the extreme situation of an ideal falling 
wholly on the diagonal is involved. The 
A series has the advantage that neither 
of the original ideals was an extreme and 
the disadvantage that none of the figures 
is directly comparable with actual mo- 
bility data. 

Another test proves useful. If the splic- 
ing by means of the correction for devia- 
tion of random from ideal is adequate in 
either the A or the B series, then the fol- 
lowing equation must roughly hold (let- 
ting the numbers stand for the items in 
Table 11): (4 — 3)/4 plus (4 — 2)/4 
must equal (4 — 1)/4. 

As seen by the ratios in the lower half 
of Table 11, neither series meets this test 
fully (there are discrepancies in the last 
two lines of the table). In the B series the 
sum of the two components exceeds 
(4 — 1)/4 by 0.066; ie., 0.328 — 0.262. 
In the A series the sum 0.301 falls short 
of the (4 — 1)/4 figure of 0.343 by 0.042. 
Which figure should be used? 

Within the B series we might choose 
any combination among the daggered 
(t) ratios; a priori each is equally suspect 
and on the same grounds. But if we 
choose 0.262 to represent the combined 
regression and structure change compo- 
nents, we reduce the latter to a mere 
0.030. This is low compared to both the 
series B and series A findings of 0.096 and 
0.083, respectively. Hence we choose the 
latter as ‘‘best’’ estimates of the relative 
importance of the occupational structure 
component. Adding these to the 23.2 per 
cent attributable to intelligence regres- 
sion yields the two estimates of 31.5 and 
32.8 (or an average of 32.2) per cent at- 
tributable to regression plus structure 
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change. The component attributable to 
occupational structure change alone be- 
comes, on the same basis, 9 per cent. 

Applying these percentages to the 
total movement of 1,239 per thousand in- 
dividuals to attain the ideal (the one pre- 
viously selected as directly comparable 
with the actual mobility data), we have 
the results shown in Table 12. 


TABLE 12 
Percentage Moves 
per 1,000 

1. Intelligence regression 23.2 288 

2. Occupational structure 
change 90 116 
Total | 32.2 
3. Maldistribution of fathers 67 8 835 
4. Total moves to “ideal”’ 100 0 1,239 
5. Actual mobility 1,007 


J. ROLE OF INTELLIGENCE IN 
ACTUAL MOBILITY 


Finally, it is possible to compare these 
findings with the mobility of 1,007 moves 
(0,00 men) between occupational strata 
shown in Centers’ data. As noted previ- 
ously, this gross mobility, if it were fully 
determined by intelligence, would pro- 
vide 1,007/1,239, or 81 per cent of that 
needed to attain the ideal in one genera- 
tion. In other words, if all mobility be- 
tween occupational levels were deter- 
mined by intelligence deviations in rela- 
tion to father’s occupation, one genera- 
tion would travel four-fifths of the dis- 
tance to the ideal and would fall short by 
only 232 moves."* But the assumption of 

A more refined definition of the ideal on both 
the occupational and the AGCT scales would 
necessitate more moves, but it would also increase 
the total for actual moves, since shifts within the 
presently used groups would then be observed. 


Existing information does not enable one to decide 
which of these increases would be the greater. 
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any such exclusive role of intelligence in 
mobility is evidently absurd and is con- 
tradicted for the last generation or so by 
the modest observed correlation of occu- 
pation with intelligence. On the other 
hand, that correlation is far too high to 
have occurred had intelligence played no 
part in mobility, for the regression of 
sons’ on fathers’ intelligence would then 
push any initial intelligence-occupation 
association rapidly downward until in a 
few generations it approached a random 
distribution. 

In order to estimate the role of intelli- 
gence in occupational mobility, one must 
make some preliminary assumption con- 
cerning the change over the generations 
in the correlation between intelligence 
and occupation. In default of relevant 
data, certain a priori considerations indi- 
cate that the correlation is not likely to 
be declining. Recruitment for white-col- 
lar positions is increasingly geared to an 
educational system reaching more of the 
population for longer and (however im- 
perfectly) sorting out young people ac- 
cording to abilities such as are measured 
by intelligence tests. With the decline in 
family enterprises have come more sys- 
tematic ways of selecting personnel. For 
working purposes, however, we shall first 
assume that this association between in- 
telligence and occupation remains un- 
changed. This assumption leads to a con- 
servative estimate of the role of intelli- 
gence in mobility. The effects of altering 
the assumption will be considered in 
Section K. 

It was calculated that 404 moves 
would be needed to re-establish for sons 
the same degree of correlation of occupa- 
tion with intelligence that characterized 
the fathers. We have then on our assump- 
tion a net of 40 per cent (404 1,007) of 
the total movement that is in the direc- 
tion of the ideal. The remaining 60 per 
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cent of moves would be random with re- 
spect to intelligence, half consistent with 
it and half not. This gives a total of 70 
per cent (i.e., 40 plus 30) of moves con- 
sistent with intelligence, though intelli- 
gence itself can be presumed to play a de- 
termining role in only 40 of the 70 per 
cent.!” 

Accepting the assumptions and taking 
the data at face value, does this imply 
that 70 per cent of the men moving shift- 
ed in the “right’”’ way? There could be 
more than 70 per cent moving one step 
each the “right’’ way, provided the re- 
mainder averaged more than one step the 


17 The extent of the net upward movement (of 
265 per 1,000 men) in occupational! status from one 
generation to the next is overstated because Centers 
interviewed sons but made no allowance for the 
fact that there are more sons per father in the lower 
occupational brackets. This overestimate in the 
proportion of low-status as compared with high- 
status fathers exaggerates the extent of the net 
upward shift between the generations. A rough 
computation from Table XXVII, p. 187, of the 
Bureau of the Census publication Comparative 
Occupation Statistics for the United States, 1870 to 
1940 showed, for the years 1910-40 a net upward move- 
ment of 165 per 1,000 men (nonfarm), whereas the 
figure derived from Centers was 265. There is no 
feasible way of adjusting our estimates to the census 
base, but we may get some idea of any effects on 
our findings by making the extreme assumption of 
no intergeneration change in the occupational 
structure. 

Making this assumption, the net upward move- 
ment of 265 may be deducted from 1,007 to give a 
revised actual mobility estimate of 742. The 116 
moves attributed to the occupational structure 
shift in analyzing moves to the “ideal’’ would be 
deducted from 1,239, to give a figure of 1,123; it 
must be deducted also from the moves needed to 
maintain the same degree of association between 
intelligence and occupational! status that character- 
ized “fathers,” leaving only the intelligence re- 
gression component of 288 moves. We then have in 
one generation 742/1,123, or 66 per cent, of the 
number of moves that would be necessary to attain 
the “ideal.’’ Taking our assumption of a repetition 
of the association between occupational status and 
intelligence from one generation to the next, 288/ 
742, or 39 per cent, of actual mobility would be 
associated with intelligence. This is substantially 
the figure already indicated when ignoring the bias 
due to differential fertility. 


“wrong’’ way, or vice versa. Such a one- 
way distortion is improbable, and there 
is, therefore, a presumption for applying 
the above estimates to movers as well as 
moves. 

A regrouping of occupational cate- 
gories might raise the apparent correla- 
tion of intelligence with position. The 
problem centers, as noted, mainly in the 
clerical group, though it is not restricted 
to this category. A narrower definition of 
occupational groups, as separating teach- 
ers into various grades or businessmen by 
size of enterprise, would also change the 
picture. Concealed also is any correlation 
between success within individual occu- 
pational categories and _ intelligence. 
However, even if one were to assume 
these modifications in the tabulation of 
the data, factors other than intelligence 
are certainly important in determining 
mobility. Some of these factors are relat- 
ed to efficiency on the job (e.g., special 
aptitudes, “‘personality’’); others are not. 


K. THE SIGNIFICANCE OF INTELLIGENCE 
REGRESSION AND ASSUMPTIONS CON- 
CERNING INTERGENERATION SHIFTS IN 
THE INTELLIGENCE-OCCUPATION ASSO- 
CIATION 


It is easy to underestimate the signifi- 
cance of intelligence regression because in 
our computations it was viewed in “mar- 
ginal’’ terms— as the amount it added to 
the mobility needed to attain an “ideal.” 
It is evident mathematically that this 
marginal factor will be greater the closer 
the association between intelligence and 
occupation in the generation of “‘fa- 
thers.’’ Let us take a hypothetical gen- 
eration in which occupation and intelli- 
gence are perfectly correlated. How 
much mobility would be required among 
sons, because of intelligence regression, 
to re-establish such a correlation? Com- 
putations analogous to those discussed 
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elsewhere in this article yield a startling 
conclusion."* The degree of departure 
from the “ideal’’ in the generation of 
sons, given intelligence regression (i.e., a 
father-son correlation of .5) but prior to 
any mobility of sons and assuming no 
change in the occupational structure, 
would be as great as that found in the ac- 
tual data for ‘‘fathers.’’ The moves sons 
must make under these circumstances to 
re-establish the “‘ideal’’ were 104 per cent 
of the analogous moves that would have 
to be made by “fathers” in the actual 
data. 

This supplementary experiment may 
perhaps set the other findings in a new 
light. It suggests that, despite the dis- 
crepancies noted between intelligence 
and occupation in the generation of “‘fa- 
thers,’ only a significant role of intelli- 
gence in mobility over past generations 
could have made the association as close 
as it is. It points also to the fact that, the 
more nearly in a society the “ideal’’ as 
here defined is approximated, the greater 
must be the mobility from one generation 
to the next to maintain the existing posi- 
tion. Conversely, the less close the associ- 
ation between intelligence and occupa- 
tion, the less the mobility from one gen- 
eration to the next required to maintain 
the existing degree of association. 

This finding clearly has some bearing 
on the implications of our assumption of 
intergeneration stability in the occupa- 
tion-intelligence association. First, it 
should be noted that the Harrell data in 
fact apply to the generation of the ‘‘sons”’ 

™ The estimates of intelligence of sons against 
fathers, shown in Appendix Note 2, were applied 
to Table 7 instead of Table 1. The resulting esti 
mates of sons’ intelligence against fathers’ occupa- 
tion were then taken as a starting point, and moves 
required to bring them back again to the “ideal” 
of Table 7 were computed. The result was 862 
moves to be compared with the 826 moves previ- 


ously computed in bringing the “fathers” from 
Table SA to Table 7. 
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of the Centers data, though we are 
forced by the nature of the data to treat 
them as applying to the “fathers” of our 
analysis. Hence, in so far as the Harrell 
data are valid, they represent the degree 
of intelligence-occupation association at- 
tained by the present generation. We 
may therefore take this observed associa- 
tion as the terminal point of our mobility 
analysis and consider how our estimates 
would be affected had the “fathers’’ been 
closer to or farther from the “ideal”’ than 
in the Harrell sample. 

Two possibilities were considered. 
First, it was assumed that in the parental 
generation the maldistribution had been 
a fourth less than was found in the Har- 
rell sample; this would imply that over 
the generation from 1915 or 1920 to 1945 
we had lost ground. Second, it was as- 
sumed that in the first generation the 
maldistribution had been a fourth great- 
er than that found in the Harrell sample, 
implying a gain over the past generation 
in the intelligence-occupation associa- 
tion. By use of an equation relating the 
intelligence regression component of ‘‘re- 
quired” mobility tothe initial maldistribu- 
tion of ‘‘fathers’’ component, it was pos- 
sible to derive new estimates of the role 
of intelligence in mobility compatible 
with these two assumptions concerning 
intergeneration changes.'® The results 
were a figure of 34 per cent imputable to 
intelligence if the association had de- 
clined a fourth over a generation, and 47 
per cent imputable to intelligence if the 
association had become closer by a fourth 
in that period. In addition, in the first in- 
stance there would be another 33 per 

‘* This equation is ¥ = 868 — .69 Y, where X 
stands for the number of moves required because 
of intelligence regression (per 1,000 men), and F 
for the number required because of initial mal- 
distribution of ‘fathers.’ This equation is keyed to 
the “ideal”’ of Table 9B, with class intervals match- 
ing those of Centers’ data. Space does not permit 
an exposition of its derivation or of the way in which 
it was applied to derive the new estimates. 
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cent (half of 66) moving in the “right” 
direction, and in the second instance 
there would be another 26.5 per cent do- 
ing so. Thus at the extremes from two- 
thirds to almost three-fourths of the 
moves were consistent with intelligence. 


L. EFFECTS OF WEIGHTING MOVES BY THE 
DIFFERENCES BETWEEN THE MEAN 
AGCT SCORES LN THE VARIOUS OCCUPA- 
TIONAL STRATA 


To this point all computations have 
given equal weights to each crossing of a 
line from one stratum to another. This 
procedure was selected as the simplest 
reasonable alternative. However, weight- 
ing may have important effects on re- 
sults, and alternatives should therefore 
be considered. 

One possibility was to derive weights 
from the actual mobility figures of Table 
8, which yields a complex weighting sys- 
tem. These weights are not additive 
when moves progress across more than 
one interstratum line; also there must be 
different weights for upward than for 
downward movements. Interpretation of 
the meaning of the weights is somewhat 
ambiguous. More important, such a pro- 
cedure would involve circularity in the 
context of the present problem; the less 
actual mobility there is between any two 
occupational groups, the more heavily 
we should be weighting such mobility as 
occurred. Finally, the weights derived 
from Table 8 are consistently intermedi- 
ate between the equal weighting that we 
have used heretofore and the weighting 
by differences between mean AGCT 
scores that we are about to use as a check 
on our findings. 

The use of weights based on the differ- 
ences between the mean AGCT scores of 
the various strata rests logically on an as- 
sumption that the Edwards classification 
of occupations accurately reflects intelli- 
gence requirements of the jobs (see Ap- 


= 
| 
| 
| 


pendix Note 1). This is consistent with 
the frame of reference in which this ar- 
ticle has been written. These differences, 
derived from Table 1, are as follows: 
Strata I-II, 5; II-III, 2; I-IV, 10; IV- 
V, 6; V-VI, 3. They are reversible in di- 
rection and additive in sequence. Their 
chief flaw is that they put an undue 
strain on the assumption that AGCT 
score is not ‘‘causally”’ dependent upon 
occupational status; for it is between 
Strata III and IV that the break comes 
in verbal facility affecting performance 
on the tests. The use of equal weights 
may overcorrect for this test bias, but the 
use of differences between the mean 
\GCT scores aggravates its effects. 

The same procedures as those em- 
ployed heretofore were repeated using 
these differences in mean AGCT scores to 
weight moves. Now observed movements 
(Table 8) turn out to be 79 per cent of 
those required to bring about a per- 
fect intelligence-occupation association 
among sons; this figure is close to the 81 
per cent found when using equal weights. 
The role of intelligence in mobility now 
appears larger. On our “best’’ estimate 
50 per cent of actual mobility is imput- 
able to intelligence, and at a minimum 
the percentage is 43, with 75 and 72 per 
cent, respectively, in the “right” direc- 
tion. The intelligence-regression compo- 
nent is now 30 per cent of the total mo- 
bility needed to attain the ideal, a larger 
proportion than that found when weights 
were equal. A slightly closer association 
between intelligence of “fathers” and 
their occupations is implied. This check 
seems to strengthen the evidence for a 
highly significant role of intelligence in 
mobility. 


M. SUMMARY AND CONCLUSIONS 


In this study we have examined three 
components involved in any occupation- 
al mobility that may be conditioned by 
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intelligence: (1) the initial maldistribu- 
tion of fathers in relation to an “ideal” of 
perfect correlation between intelligence 
and occupation; (2) the regression of the 
intelligence of sons on their fathers that 
must be overcome to realize in a second 
generation the same correlation betweén 
intelligence and occupational status that 
characterized the generation of “‘fa- 
thers’; and (3) the analogous effects of 
shifts in the occupational structure from 
one generation to the next. 

If an “‘ideal’’ association between in- 
telligence and occupational status were 
to be attained in the generation of sons, 
the total mobility required would exceed 
that reported by Centers by roughly 20 
25 per cent (on our estimates, 1,239 
moves in comparison with the 1,007 ob- 
served per 1,000 men when counting each 
crossing of a status line as one move). 
The proportion of actual mobility that 
may be imputed to disparities between 
the intelligence of the sons and the occu- 
pational status of their fathers was esti- 
mated to be roughly 40 per cent, with an- 
other 30 per cent of mobility in a direc- 
tion consistent with intelligence. (A 
check using weights based on the differ- 
ences between mean AGCT scores in the 
various occupational strata gave a higher 
estimate, of 50 plus 25 per cent.) These 
estimates were reached on an assumption 
of intergeneration stability in the associ- 
ation between intelligence and occupa- 
tional status. If we assume that this asso- 
ciation has become closer by a fourth 
over the past generation, the proportion 
of mobility imputable to intelligence 
(weighting moves across occupational 
lines equally) is raised to 47 per cent. If 
we assume a decline of a fourth in that as- 
sociation, the mobility imputable to in- 
telligence is reduced to 34 per cent. 

The data examined indicate that, start- 
ing from the association between intelli- 
gence and occupational status indicated 
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in the Harrell sample, approximately a 
third of the movements of sons that 
would be required to attain the “ideal” 
are merely keeping up with the past gen- 
eration. Most of this gap is due to intelli- 
gence regression (which would play a 
larger role if the initial association had 
been closer, a smaller role if it had been 
looser); a relatively small proportion is 
attributable to the shifting occupational 
structure. The other two-thirds reflect 
the maldistribution of “fathers.” Though 
our data may exaggerate the change in 
the occupational structure, this has only 
a negligible effect on the findings con- 
cerning the relative importance of mo- 
bility “required” because of the regres- 
sion of sons’ intelligence (roughly a 
fourth of the total) or the 40 per cent es- 
timate of the role of intelligence in actual 
mobility (see n. 17). While changes in the 
occupational structure increase some- 
what the amount of mobility “required’’ 
to maintain the same occupation-intelli- 
gence association, there can be little 
doubt that they contribute also to keep- 
ing the channels of mobility open. Of 
course, even supposing our estimates to 
be correct, conditions in our society to- 
day are rapidly changing, and findings 
concerning the past generation cannot be 
applied automatically to the now rising 
one 

This essay constitutes no more than a 
first step in testing the ideology noted at 
the beginning. The statement that ‘‘there 
is always room at the top” might be in- 
terpreted to mean that gifted individuals 
are needed to displace less capable per- 
sons now holding the highest positions. 
The Harrell data and similar evidence 
from other sources strengthen this pre- 
sumption, but they give no direct evi- 
dence. Moreover, this is not the usual 
connotation of the phrase. Whether the 
American belief in opportunity for all has 
a substantial basis depends upon what 
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the capable individual of ambition but 
limited background can accomplish— 
upon both his opportunities to qualify 
himself for better positions and to get 
such positions. Again our findings pro- 
vide only presumptive evidence; they in- 
dicate that, while for many individuals 
such mobility is a reality, for many it is 
not. Who are this second group, to what 
extent are their ambitions frustrated, to 
what extent do they lack such ambitions, 
and to what extent is this lack attribut- 
able, on the one hand, to the nature of 
our society or, on the other hand, to pref- 
erences of quite a different kind? These 
are questions to which this study makes 
no contribution. 

If the most efficient use of human re- 
sources is the goal, it calls for a perfect 
correlation between the requirements of 
the job and the various abilities (“‘intel- 
ligence’’ among them) of those holding it 

-but an association measured in rela- 
tive, not absolute terms. This is the fa- 
miliar concept that pervades the econom- 
ic theory of pure competition and the law 
of comparative advantage. Any evalua- 
tion of mobility in relation to individual 
capacities, however defined, must take 
into account both the distribution of jobs 
in the society and the distribution of tal- 
ents in the population. It should be em- 
phasized that opportunities to enter a 
higher occupational stratum cannot be 
greater than the number of jobs in that 
stratum, though changes in the occupa- 
tional structure over time may increase 
the proportion of higher level jobs.” Cer- 


°° The differential birth rate is significant here 
(see the article by McGuire previously noted). 
Also, we have considered only trend changes in the 
distribution of job opportunities (since “sons’’ of 
various age groups were all taken together in the 
Centers data). Data are lacking for an empirical 
analysis of the important questions of (1) how 
general business fluctuations affect the role of in- 
telligence in occupational mobility and (2) how 
war (and peacetime) mobilization and veterans’ 
programs are affecting it 


tainly there is not room in the present 
professional roster for all with AGCT 
scores above 120. But there is room for 
all those over 120 in the professions, the 
managerial pusitions, and the higher 
clerical positions taken together. Wheth- 
er this would constitute opportunity for 
each individual to make the maximum 
use of his innate capacities even assum- 
ing entirely free mobility depends on the 
potential range of attainments within the 
various occupational groups as well as 
upon movement between them. 

The “‘ideal”’ as defined in this article is 
essentially the “efficiency” goal of eco- 
nomic theory. It should not be confused 
with the American ideology of opportuni- 
ty, for full attainment of this efficiency 
goal would require not only complete 
freedom of movement but also the elimi- 
nation of all conflicting factors in mobili- 
ty. It would even exclude realization of 
individual preferences for jobs other 


As a check against the placement of occupa- 
tions by the Edwards scale, a grouping accord. 
ing to mean intelligence in the Harrell data is in- 
troduced here—to be designated “Harrell 
groups” in contrast to what we have labeled for 
convenience the “occupational strata” of the 
Edwards scale. (Edwards terms his categories 
“socio-economic status.”’) Occupations were or- 
dered by their ranking on AGCT scores. Choice 
of dividing points in the scale of mean scores 
was based on the range of scores and on medi- 
ans. Harrell Group I (means 124.5 and over) in- 
cludes only occupations for which the lowest 
score was above 90; Group II (means 119.0- 
124.2) includes the remainder of occupations in 
which either mean or median is 120 or more; 
Group III (means 114.0-118.7) goes down tu 
where neither is 115 or more; Group IV (means 
109.0-113.4) to where neither is above 110; and 
Group V (means 98.3-108.5) to where neither is 
above 100. The highest mean in Group VI is 
97.8. Scrutiny of the distributions in the Harrell 
report will, we trust, justify this procedure. 
While this classification cannot be compared di- 
rectly with the available empirical mobility 
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than the one in which a man’s compara- 
tive advantage was maximized. Only up 
to a point is freedom of choice compatible 
with the goal of “‘social efficiency’’—as 
the Russians have appreciated for some 
time and as we demonstrated in wartime 
‘job controls. If the stress be placed upon 
freedom as such rather than upon effi- 
ciency, the ideal allocation of jobs by 
abilities would involve something less 
than a perfect correlation of the two. The 
American faith in “room at the top” 
rests not upon an efficiency criterion 
alone or even mainly, we should judge, 
but upon a philosophy of opportunity 
and a belief that opportunity is a reality. 
A more adequate measurement of the 
correlation between intelligence and oc- 
cupational mobility than has been pos- 
sible hitherto would advance our knowl- 
edge of the extent of that opportunity as 
a fact, but it could never provide an un- 
qualified guide to social policy in a ‘‘free 
society.” 


data, it provides at least a superticial continuum 
and is the best approximation we could make to 
a grouping keyed to ability requirements of the 
job. In using it for comparison with the findings 
based on the Edwards scale, the various cate 
gories were weighted according to their repre 
sentation in the Harrell sample (excluding farm 
ers), since they could not be satisfactorily trans 
lated to permit a weighting based on census re 
turns 

Certain contrasts appear between the order- 
ing of jobs in the “Harrell groups” and in the 
“occupational strata” of the Edwards scale, a! 
though they are on the whole similar. Harrell! 
Group I (with only 2.8 per cent as compared 
with 6.3 per cent in the Edwards Stratum 1) in 
cluded only the “uppermost” professional occu 
pations—excluding artists, musicians, teachers, 
photographers, etc. All professions are in the 
first Edwards “stratum.” On the Harrell 
(AGCT) scale, certain upper clerical positions 
surpass the bulk of the proprietor-managerial 
Harrell Group II (7.1 per cent) contains chief 
clerks and bookkeepers along with some profes 
sionals, while the only managerial occupation is 
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that of sales managers. Harrell Group III] (17.6 
per cent) includes most of the managers and 
executives falling in Edwards’ Stratum II as 
well as the middle level of clerical jobs and some 
highly skilled manual workers. Category IV 
(20.3 per cent) of the Harrell distribution is 
mainly skilled manual, corresponding to the 
upper and middle sections of Edwards’ Stratum 
IV, but some clerical workers are included. Har 
rell Group V (36.8 per cent) contains skilled 


TABLE A 


Occup 
AGC 
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workers, some semiskilled, and one clerical posi 
tion. Only “laborers” fall in Edwards’ Stratum 
V1, but in Harrell Group VI (15.4 per cent as 
compared with 19.5 per cent in Stratum VI) 
there are also truck-drivers and a few other 
semiskilled. Clearly it is the clerical group, so 
miscellaneous in social status as well as in abil 
ties, that gives rise to the greatest divergence 
between the ranking by mean AGCT score and 
the Edwards scale 
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In view of the basis of the classification de 
rived directly from the Harrell data, we might 
expect a higher correlation between intelligence 
and occupation than appears when using the 
Edwards categories. Actually there is surpris 
ingly little difference in the patterns of associa- 
tion revealed. The ranges of AGCT scores in the 
various “Harrell groups’? showed the same 
scatter of men of top intelligence throughout the 
occupational structure that was revealed in the 
data of Table 1. At the lower limits of scores, the 
“Harrell group” categories showed the more 
consistent progression I, 94; II, 66; 52; IV, 
38; V, 30; VI, 20. A table analogous to Table 1 
but based on the ‘Harrell groups,” not pub- 
lished here, revealed a pattern remarkably close 
to that of Table 1. The similarity is most readily 
seen by comparing the quintile distribution of 
“Harrell groups” and AGCT scores, given in 
lable A, with the figures of Table 3. This simi- 
larity is slightly exaggerated by the happy acci- 
dent that the division point between the first 
and second quintiles in the Edwards classifica- 
tion split the clerical stratum in two; an under- 
lying discontinuity is thereby concealed in the 
first quintile on the Edwards classification. Nev- 
ertheless, it is striking to find that the ratio of 
the actual to the “expected” diagonal sum on 
the “Harrell” quintile table is very little in ex 
cess of that in Table 3—1.59 as compared with 
1.53 
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Phe derivation of Table 4A, showing sons’ in 
telligence by occupational status of fathers, de 
pended in the first instance on an estimation of 


TABLE B 


Sons’ Scomets 
140 and 
Over 


140 and over 
120-39 
110-19 
100-109 
SO} 99 
79 
Less than 60 


Total 


the distribution of AGCT scores of sons against 
those of fathers. This distribution was as shown 
in Table B 


FarHers 


Less 
than 60 


Tota! 


23 
235 
219 
198 
221 

86 

18 
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; Is 23 21 16 
4 23 2s 23 
5 17 27 42 
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120 lie 100 00 
3 12 5 2 1 
12 93 61 40 26 3 
5 61 56 46 41 9 1 
2 Ww 46 46 49 14 1 
1 26 41 49 68 31 5 | 
3 9 14 31 22 7 
: 1 1 5 7 4 
23 | 235 | 219 | 198 221 86 is | 


Four basic assumptions were made in deriv 
ing and using these figures: (1) It was assumed 
that the total intelligence distribution of sons 
would duplicate that of fathers; this assumption 
reflects the absence of evidence for any shift in 
mean intelligence or variability between genera- 
tions. (2) It was assumed that each father had 
one son maturing and becoming employed 
(3) It was assumed that the probability that a 
son would have a certain AGCT score, when his 
father’s AGCT score is given, was independent 
of the father’s status group. (4) A father-son 
correlation of .5 was assumed on the basis of 
findings in numerous studies 

Starting with these assumptions, a prelimi- 
nary scattergram of father-son AGCT scores 
was derived by the use of standard statistical 
techniques. The mean score for ‘“‘fathers’’ was 
106.3 (weighting the means for each occupation- 
al stratum by its share in the population of 
Table 2). The standard error of estimate of each 
regression line was 16.5. Using the regression 
equation, the mean Y values (sons) were pre- 
dicted for each (vertical) array. Then the scat- 
ters of the Y values about their means were de- 
rived with the aid of a table of ordinates of the 
normal curve. Fine class-intervals on the AGCT 
scale were used. 

The resulting scattergram did not yield the 
desired identity of marginal distributions of sons 
with fathers, owing in large part to the fact that 
the “fathers” AGCT distribution was not nor- 
mal. It was necessary to align the computed 
scattergram so that the marginal distributions 
would match in order to carry out the later 
analysis. This was accomplished by shifting the 
required number of cases from one horizontal 
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array to another, proportionately to the size of 
each cell in a given array. Then the table was 
condensed for convenience, as shown above 
That the adjustments were not unduly arbitrary 
is indicated by the .49 value of the correlation 
for this table 

The last step in the derivation of Table 4A 
was to convert the intelligence data shown 
above into percentages by columns and to apply 
these to the data of Table 1 (see assumption [3] 
above). In order to avoid the necessity of pub 
lishing another table, the procedure may be il 
lustrated by using fractions that can be read di 
rectly from the intelligence table presented 
above, instead of using the percentages that 
were actually employed Thus the first cell of 
Table 4A is computed as follows: Of the fathers 
in Stratum I (Table 1),9 percent have scores of 
140 and over. But the intelligence distribution 
shows that 3 23 of men with intelligence above 
140 will have sons scoring equally high. Such 
sons will constitute 3/23 K 9 per cent of the 
total of sons with fathers in Stratum I. How- 
ever, to 3/23 X 9 we must add: 12/235 of the 
50 per cent of fathers in Stratum I scoring 120 
39; 5/219 of the 25 per cent of fathers in Stra- 
tum I scoring 110-19; 2, 198 of the 10 per cent of 
fathers in Stratum I scoring 100-109; and 1 221 
of the 5 per cent of fathers scoring 80-99. The 
total sons with fathers in Stratum I must of 
course be 63, not 100 (see Table 2). Thus the 
(rounded) figure 3 in the first cell of Table 4, is 
the sum of [3/23 Kk 9 + 12,235 kK 5O + 


5/219 25 + 2/198 10 + 1/221 5] mul- 
tiplied by 63/100. Each of the other cells of 
Table 4A was computed by a similar procedure 
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THE PIGOU EFFECT ONCE MORE 


GOTTFRIED HABERLER 


Harvard University 
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HE Pigou effect continues to draw 

comments." Much of the discus- 

sion seems, however, to suffer from 
an unfortunate mixing of different levels 
of abstraction and from an unnecessary 
and historically incorrect interpreta- 
tion of the theorem as a more or less 
rigid and exclusive policy recommenda- 
tion. 

I do not know of any modern writer 
among the adherents of the Pigou effect 
who has argued that antidepression pol- 
icy should consist entirely or primarily 
of making wages and prices flexible by 
relying on the Pigou effect, that is, on 
the rise of the real value of cash bal- 
ances brought about by falling prices 
to stimulate sufficient expenditure, to 
relieve a situation of general unemploy- 
ment. Surely the author of /ndustrial 
Fluctuations himself is miles away from 
recommending such a policy.! 

Let us not forget in what doctrinal 
situation and for what purposes Pigou 
enunciated the “‘wealth-saving relation” 
(to use Professor Metzler’s apt descrip- 
tion of the Pigou effect). It was designed 


comments are A. Ho Hansen's 


iuteresting “The Pigovian Effect,”’ this Jour- 
nal, December, 1951, and L. A. Metzler’s ad 
mirable article, “Wealth, Saving, and the Rate of 
Interest,” this Journal, April, 1951. See also the 
revised version of Don Patinkin’s well-known paper, 
‘Price Flexibility and Full Employment,” in Read- 
ings in Monetary Theory (Philadelphia: Blakiston, 
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igs! 

* This criticism does not apply to the contribu 
tion of Professor Metzler, who remains throughout 
his paper within the confines of his abstract theo- 
retical model 


as a refutation of the post-Keynesian 
secular stagnation thesis,‘ which is based 
on the Keynesian notion of an under- 
employment equilibrium under competi- 
tive conditions in the labor market, that 
is, with flexible wages. In the heydays 
of Keynesianism it was believed that 
the possibility of a competitive under- 
employment equilibrium can be proved 
for the static Keynesian model. This 
implies, as Pigou points out—referring 
to Professor Hansen's presentation of 
the theory in Fiscal Policy and Business 
Cycles--that the argument 


is conducted on the level of abstraction where 
perfect homogeneity and mobility of labor are 
assumed, so that “full employment”’ signifies a 
state of things in which everybody seeking em- 
ployment at the ruling (uniform) rate of wages 
is able to obtain it. It does not have the eso- 
teric meaning, which is given to it in much cur- 


3 See, especially, chap. xi on “Wage Policy”’ in 
Part II of Industrial Fluctuations. In the Preface 
to his Lapses from Full Employment, Professor 
Pigou goes out of his way “‘to say clearly” that he 
is mot “in favour uf attacking the problem of un- 
employment by manipulating wages rather than by 
manipulating demand’’ (p. v). The two essays, 
“The Classical Stationary State’ (Economic 
Journal, LIT (1943), 343-51) and “Economic Prog- 
ress in a Stable Environment’’ (Economica, XIV 
[new ser., 1947], 180-90, now reprinted in Readings 
in Monetary Theory), where the Pigou effect was 
formally introduced, are frankly and severely ab 
stract and theoretical: the author eschews any direct 
policy implications and even disclaims, overmodestly 
in my opinion, any relevance of his model for the 
real world 


*I say “post-Keynesian’’ because it is not quite 
clear whether Keynes himself really believed in the 
secular stagnation thesis as an actual condition 
rather than a future contingency. It would be easy 
to quote from The General Theory passages where 
he accepts it along with others which point in the 
opposite direction 
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rent writing, where full employment is allowed 
to prevail alongside of large masses of “‘fric- 
tional unemployment.” In this article also I 
shall stand on that level of abstraction.s 

The ideal, static conditions under 
which the Pigou effect has been formu- 
lated, assuming away as they do disturb- 
ances caused by unfavorable expecta- 
tions, immobility of labor, bottlenecks, 
the dead weight of fixed money contracts, 
are thus of the Keynesians’ own choos- 
ing. Let us also remember that in the 
static, Keynesian world with competi- 
tive, flexible wages, full employment 
will be effectively maintained even with- 
out the operation of the Pigou effect, 
except in the extreme cases where either 
the liquidity preference is infinitely 
elastic at a positive interest rate or the 
marginal efficiency of capital is entirely 
inelastic with respect to the interest 
rate. Barring these extremes, full em- 
ployment will be assured, as Keynes him- 
self realized, by virtue of the “Keynes 
effect,’ that is, through a fall in the in- 
terest rate. The Pigou effect need be 
called upon to bring about full employ- 
ment only in the extreme cases just men- 
tioned whose actual occurrence in a 
static world is highly questionable. It 
thus effectively removes the narrow re- 
maining basis of what has often been 
hailed as Keynes's greatest achieve- 
ment, viz., the demonstration of the 
possibility of a static, competitive un- 
deremployment equilibrium. (This claim 
does, by the way, decidedly less than 
justice to Keynes. But any theory which 
throws doubt upon the feasibility of a 
well-functioning free-price system seems 
to be sure of enthusiastic welcome.) 

It is not surprising, therefore, that 
the Keynesians find it advisable to leave 
the static Keynesian world, which in 
its simplicity and transparency hardly 


Classical Stationary State,”” op. cit., 


343 


THE PIGOU EFFECT ONCE MORE 241 


offers any hiding place, and to seek 
refuge in the jungle of institutional and 
dynamic complications in which the 
real world abounds. 


Hansen calls attention to the fact 
that in the real world cyclical fluctua 
tions in output and employment are 
closely paralleled by fluctuations in the 
price level. Hence the Pigou effect ac 
tually operates as an expansionary 
factor only during the downswing of the 
business cycle and possibly contributes 
something to stopping “the deflation 
and the decline in output and employ- 
ment.”’ But it “could never of itself 
restore the economy to full employ- 
ment"’ because, as soon as employment 
and output pass the lower turning 
point, “prices and wages will cease 
falling, and the real value of [money] 
assets will cease rising.’” 

That prices do in fact move with the 
business cycle (apart from occasional 
short lags or leads at the turning points) 
is not open to doubt, and hence actual 
cyclical upswings cannot be explained 
in terms of a continuing upward shift 
of the expenditure function caused 
by a sustained rise in the real value of 
cash and government bonds. I do$not 
know, however, of any economist who 
has put forward such a theory of cycli 
cal expansion. It surely is completely 
alien to Pigou's thinking. 

But in the static Keynesian model 
world, wages and prices would behave 
differently: If there was “‘thoroughgoing 
competition” (Pigou) among wage-earn- 
ers, the (uniform) wage rate as well as 
prices would go on falling right up to 
the point of full employment.’ Why 

Op. cit., p. $35. 

7If we assume constant marginal cost, prices 


and wages would fall at the same rate, and the real 
wage remain constant. If marginal costs rise, 
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does the real world not correspond to 
the Keynesian model? Evidently a com- 
bination of circumstances is responsible. 
First, wages (and certain prices) were 
never flexible, even before the 
emergence of powerful trade-unions 
made wage rates almost completely 
rigid in the downward direction.* More- 
over, unions not only make wages rigid 
downward but tend to push them up 
even if there is still a good deal of un- 
employment 

Second, even if wages were very 
flexible, immobility of labor, that is, the 
existence of noncompeting groups’ as 
well as material and equipment shortages 
in particular fields, would result in the 
rise of certain prices as soon as aggre- 
gate effective demand expands. There 
is almost always the important agri- 
cultural bottleneck where employment 
is well maintained even in depressions 
and where, precisely because there is 
little slack in the form of unemploy- 
ment, prices can be expected to rise 
soon after demand begins to increase. 
As the expansion proceeds, full employ- 
ment is reached in other branches of 
the economy, and the number and im- 
portance of bottlenecks increases. But 
so long as there is unemployment else- 
where, under competitive conditions 


very 


prices would fall less fast than wages, and real 
wages would decline 


*T cannot agree with Hansen when he denies 
that “frictions preventing further wage declines so 
long as any unemployment remains"’ have anything 
to do with the fact that prices rise during cyclical 
upswings, even if there still exists a lot of unem 
ployment. Wage rigidity is not the whole story, but 
it is surely an important part of the story. Hansen 
says: “Improved expectations will raise prices and 
wages in the most perfectly flexible markets’’ (op 
cit., p. 535). I cannot see how expectations could 
raise wages in a perfect labor market so long as 
there is much involuntary unemployment 


*T assume competition among the members of 
each noncompeting group 
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(flexible wages and prices), the price 
rise in the fully employed sectors (bottle- 
neck areas) may be only relative to prices 
in those fields where there is still un- 
employment and where, hence, prices 
are still falling. In other words, the price 
level may still fall or remain unchanged. 

Admittedly that is not the typical 
picture of a cyclical upswing. In the 
cycle of the real world the price /evel 
starts rising either when or soon after 
output and employment have turned 
upward. But that proves nothing against 
the Pigou effect and the proposition 
that a Keynesian underemployment 
equilibrium is impossible without rigidi- 
ty. First, the price behavior which we 
observe in the real world is largely due 
to rigidities. Second, if the economy has 
passed the lower turning point and a 
cumulative process of expansion gets 
under way and proceeds in the familiar 
fashion financed by a more rapid turn- 
over of money and by new bank loans, 
the Pigou effect is no longer needed “‘to 
restore the economy to full employ- 
ment.’’ Nobody claimed that it was 
needed except under the extreme con- 
ditions of the static Keynesian system. 
Third, even sectional (involuntary) un- 
employment (unemployment in “de- 
pressed areas’ as distinguished from 
general or widespread unemployment) 
is incompatible with competitive equilib- 
rium."® 

If unemployment persists in isolated 
pockets, with demand for the products 
in question being inelastic and workers 
unable or unwilling to move elsewhere, 
wages may have to fall to intolerable 
levels, if full employment is to be re 
stored. We could not rely, in that case, 

*® Needless to say, I do not wish to minimize 
the seriousness of such conditions or to recommend 


that nothing except making wages flexible should be 
done about them. 
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on the Pigou effect to eliminate unem- 
ployment; but an increase in aggregate 
money demand would not help either. 
The analytic equivalence of the two 
types of policy still exists. 


Let us take a few more steps away 
irom the static model into the jungles 
of the real world. We have dropped the 
assumption of a homogeneous, mobile 
labor force. The real world is also com- 
plicated by the existence of fixed money 
contracts and by the fact that price de- 
clines may give rise to adverse expecta- 
tions. For these two reasons it would 
be foolish to rely entirely on price and 
wage deflation to cure a depression 
through the Pigou effect. To repeat, | 
do not know of any writer who has rec- 
ommended that kind of policy. 

It does not follow, however, either 
that wage and price rigidity is unim- 
portant or desirable or that the wealth- 
saving relationship is of no consequence 
in the real world 

Surely a certain flexibility of relative 
wages and prices is desirable. And in a 
general depression changes in relative 
wages and prices will mainly have to 
assume the form of differentiated wage 
and price reductions. li there is unem- 
ployment and excess capacity every- 
where, one would hardly want to rec- 
ommend that wage and price reduc- 
tions in some lines must be compen- 
sated by wage and price increases else- 
where so as to keep the wage and price 
level unchanged. It should be easy, how- 
ever, to prevent, by means of monetary 
and fiscal methods of expansion, an 
intensification of a general deflation re- 
sulting from such a policy of differen- 
tiated wage and price reductions. 

Moreover, | find it hard to believe 
that there do not exist important cases 
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in which investment in certain lines 
‘eg., in the building trade) or con- 
sumption of particular commodities can 
be significantly stimulated by cost and 
price reductions without offsetting 
changes elsewhere. Since it is clearly 
possible to cripple or damage an in- 
dustry by excessive wage demands or 
choke demand for particular commodi- 
ties by exorbitant prices, the opposite 
must be possible too. | conclude that 
flexibility of relative prices is desirable 
not only from the point of view of correct 
allocation of resources but also as a 
possible stimulant of aggregate expendi- 
ture." 

The importance of the wealth-saving 
relation goes beyond the case usually 
designated by the Pigou effect, viz., 
beyond the effect of an increase in the 
real value of cash balances and govern- 
ment bonds due to falling prices. Suppose 
the quantity of money is increased by 
tax reductions or government transfer 
payments, government expenditures re- 
maining unchanged and the resulting 
deficit being financed by borrowing from 
the central bank or simply by printing 
money."* The wealth-saving theorem 
tells us that, apart from the operation 
of the Keynes effect (through the rate 
of interest), consumption and invest- 
ment expenditure will increase when 

'' [That there are relations between relative prices 
and changes in relative prices, on the one hand, 
and changes in aggregate demand, on the other, 
has been increasingly recognized in recent years 
But no comprehensive theory of this relation has yet 
been developed. See, however, the article by G 
Ackley and Daniel B. Suits, “Relative Price Changes 


and Aggregate Consumer Demand”’ (American Eco- 
nomic Review, Vol. XL |December, 1g50!), for a 


promising beginning and some references to the 
literature 

‘a Open-market operations are different, because 
they result merely in a substitution of one type of 
asset for another; and public works (increase in 
government spending) result, of course, directly in 
increased demand for goods and services 
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the quantity of money grows. I find it 
difficult to believe that this might not 
be 

There is, furthermore, the possibility 
that the secular growth of real (per 
capita) wealth may gradually push up 
the consumption function and, thus, 
counteract the effect of rising income 
on the level of saving. 

My guess is that the Pigou effect 
does not play an important role in the 
‘ actual cycle mechanism. On this I en- 
tirely agree with Hansen. But it does dis- 
pose effectively of the secular stagna- 
tion hypothesis, also in a cycle-ridden 
world (not only within the static 
Keynesian model world). In the actual 
cycle-ridden world the secular stagna- 
tion thesis amounts to saying that even 
at the top of the boom there is no ap- 
proach to full employment because of 
a secular insulliciency of effective de- 
mand.'’ Let me illustrate what I mean by 


applying it to Hicks’s theory.'* Hicks’s 


‘Equilibrium line’ (the in his 
Diagrams 12 and 13, pp. 97 and 121, 
vp. cit.) cannot be an equilibrium line 
except with rigid wages and prices. If 


'* Ldo not think that it would be correct to repre 
sent the secular stagnation thesis as merely saving 
that the cycle plays around a less-than-full-em 
ployment trend. For the wend (average rate of 
output over the cycle) cannot help being below the 
tull-employment level, because it is impossible to 
imagine that the overfull employment that may 
exist during part of the boom can be anywhere near 
the same order of magnitude as the unemploy- 
ment during the depression. (By “overfull employ 
ment’ [ mean here a situation in which people 
work temporarily longer hours than they are really 
prepared to work, or take a job although they would 
rather stay at home, because, say, of patriotic 
appeals or because they are under a money illusion 
or something like that.) If I understand him right, 
Professor Higgins reaches the same conclusion in 
his interesting paper, “Concepts and Criteria of 
Secular Stagnation,”’ in Income, Employment, and 
Public Policy: Essays in Honor of Alvin H. Hansen 

New York, 1948 
'* A Contribution to the Theory of the Trade Cycle 
London, 1950), passim 
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wages were flexible, the trend value of 
real cash balances would grow (prices 
would fall more in depressions and rise 
less in prosperity periods), and Hicks’s 
equilibrium (‘‘E-line’’) would be pushed 
up to the full-employment level (‘‘F- 
line’). As far as I can see, the rest of 
Hicks’s theory would not be affected in 
any way by this amendment. A similar 
argument applies to similar (nonlinear) 
models as, for example, those of Good 
win and Harrod."* 


IV 


I should like to end my note with 
a few comments on Metzler’s most in- 
teresting article. His thesis is this: A 
theory which accepts the wealth-saving 
relation differs from the orthodox classi- 
cal position as exemplified by Ricardo, 
because the equilibrium rate of interest 
is no longer determined exclusively by 
‘real’ conditions. Metzler tries to show 
that, if the wealth-saving relation is 
accepted, certain types of changes in 
the quantity of money must be as- 
sumed to alter the rate of interest per- 
manently. Specifically, if the quantity 
of money is increased by the central 
bank’s buying securities in the open 
market, the equilibrium, full-employ- 
ment rate of interest is reduced. 

This somewhat unexpected conclu- 
sion follows from three premises: (1) 
open-market purchases of securities re- 

'ST realize that serious difficulties remain, in 
asmuch as it is hard to reconcile even cyclical 
(short-run) unemployment with a fully flexible 
wage and price system. No adequate discussion ol 
that problem is, of course, possible in this note 
But it may be suggested that the simplest, though 
not the only, solution seems to be the assumption 
that wages and prices, although flexible in a some- 
what longer run, are rigid in the short run. It must 
be emphasized, however, that this does not imply 
that cyclical (short-run) fluctuations in aggregate 
output could be eliminated (they may not even be 
reduced) simply by somehow making wages and 
prices flexible in the short run 
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duce the real value of privately held 
wealth; (2) this leads, according to the 
Pigou effect, to an increase in the sup- 
ply of saving; while (3) there is no 
reason to believe that the demand for 
saving (investment) is affected. Hence 
saving and investment come into equilib- 
rium at a lower rate of interest than 
before."* 

Let us examine these three premises. 
Initially, open-market purchases cause 
a change in the composition of privately 
held wealth: the stock of securities (com- 
mon stock which stands for real wealth) 
is reduced while the stock of money in- 
creases. But since the increase in the 
quantity of money drives up prices, the 
real value of money falls again, and the 
result is a reduction of total private 
wealth. Within the Metzlerian model 
there seems to me no reason to doubt 
that this is correctly deduced. The 
second premise is a clear consequence 
of the saving-wealth relation. Pro- 
fessor Duesenberry has convinced me 
that the third premise, which I was at 
first inclined to question, is valid: Since 
Metzler evidently assumes that aggre- 
gate private income remains unchanged 
(the government, by lowering taxes or 
transfer payments, feeds back into the 
private income stream the dividends on 
the securities which it has acquired),"’ 

It is interesting to observe that after the long 
Keynesian interlude we are back at the old classical 
position which was so vehemently attacked by 
Keynes: saving and investment are again equated 
by the rate of interest. True, the mechanism is not 
exactly the same as it used to be, the argument has 
become more sophisticated, and the wealth-saving 
relation has been added. But let me repeat the 
reminder: The wealth-saving relation has to be 
called upon only in extreme cases which may rarely 
be realized in practice. 

'T1f he assumed that the government used the 
dividends for its own purposes and thus reduced 
private incomes, he could not be sure that private 
savings would increase; the reduction in private 
income would tend to reduce savings and thus offset 
the increase induced by the reduction of wealth 
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there seems to be no plausible reason 
why the inducement to invest should 
have changed one way or the other 

It thus seems that Metzler has proved 
his thesis: Certain monetary policies 
do, indeed, tend to affect the equilib- 
rium rate of interest. I do not believe, 
however, that from a classical stand 
point this should be regarded as a 
disturbing or heretical conclusion. For, 
as Metzler himself points out, even 
thoroughly ‘“‘classical’’ writers found it 
necessary to qualify their contention 
that, broadly speaking, the rate of in- 
terest is determined by ‘‘real’’ condi- 
tions. For example, if credit inflation 
changes the income distribution in such 
a way that the community's propensity 
to save increases, the real equilibrium 
rate of interest will fall.'* I imagine that 
Ricardo himself would have accepted 
that proposition. 

Metzler’s case seems to be exactly 
analogous. He assumes that open-mar- 
ket operations produce a change in the 
wealth distribution in favor of an eco- 
nomic unit, the government, which has 
a different behavior pattern than the 
rest (i.e., does not save less when its 
wealth increases). Hence the over-all 
propensity to consume is changed. 

I am sure that Metzler will agree that 
his model, although undoubtedly an im- 
provement over the original Keynesian 
model, is still much too drastically 
simplified a picture of the real world to 
warrant the deduction of practical con- 
clusions with respect to such complex 
questions as the one under consideration. 
He surely does not wish to recommend 

*® Much more important, I am sure, are dynamix 
changes as envisaged by Schumpeter. If by infla 
tionary credit expansion Schumpeterian innovators 
are enabled to carry out their projects and to squeeze 


out or force into action lethargic, static producers, 
profound and lasting changes may be wrought 
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inflationary open-market purchases (or 
a capital levy in kind which, as he points 
out, is strictly analogous to open-market 
purchases inasmuch as it too reduces 
private wealth—without inflation at 


that!) in order to stimulate saving, to 
bring down the rate of interest, and to 
accelerate economic growth. 

I hasten to add that these remarks 
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are not meant to cast aspersion on Metz 
ler's essay. The great theoretical value 
of the article is beyond question, but it 
seems to lie in the most elegant method 
of analysis and the exemplary clarity 
of exposition rather than in its con- 
crete results with respect to the in- 
fluence of monetary or other policies 
on the rate of interest. 
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N HIS article, “Wealth, Saving, and the 

Rate of Interest,’ appearing in the April 
1951 issue of the Journal of Political Econo- 
my, Professor Metzler makes a number of in- 
teresting su zgestions concerning the determi- 
nation of the rate of interest under certain 
special conditions.' In this brief note I wish 
to indicate (1) certain important limitations 
of Metzler’s basic models and (2) a serious 
omission in the logic whereby he reaches his 
key conclusions. My first point will be that, 
while it is formally correct to omit the possi- 
bility of changes in the marginal efficiency 
of capital, this severely restricts the practi- 
cal applicability of such an analysis and is 
not wholly consistent with the process he is 
assuming. In my second point I will show 
that his case of a “permanent” shift in the 
“equilibrium” rate of interest is not really 
“permanent,” even with a fixed marginal 
efficiency of capita! schedule. 


I 


To save space, I will not try to summarize 
Metzler’s argument but will merely com- 
ment upon it. Metzler writes: “Consider an 
economic system in which the demand for 
investment is so low and the supply of sav- 
ing so high that potential full-employment 
saving exceeds potential full-employment 
investment at all positive interest rates. In 
this event, there is no achievable interest 
rate which fulfils the classica! condition of 
equilibrium. . . . This is the Keynesian sys- 
tem in its simplest form.’ But Metzler is 
here summarizing not the Keynesian system 
but one set of empirical possibilities (among 
many) inherent im the system. His whole 


Lloyd A. Metzler, ‘Wealth, Saving, and the 
Rate of Interest,” Journal of Political Economy, 
LIX (April, 1951), 93-116 

[bid., p. 95. (Italics mine.) 
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model is based upon an ad hoc freezing of the 
marginal efficiency of capital schedule.’ But, 
as Keynes himself said, one does not have to 
be a stagnationist in order to be a Keynes- 
ian.* 

This reflection leads to a more fundamen- 
tal point. In his model Metzler assumes that 
an increase in the real value of wealth (fall- 
ing prices with M unchanged, or increased 
M with P unchanged) will lead only to a rise 
in the propensity-to-consume schedule or to 
a readjustment of the cash-securities ratio.’ 
But, as Professor Haberler pointed out in 
his initial treatment, an increase in the real 
value of wealth could also lead to a direct 
shift in the marginal efficiency of capital 
schedule.* Under Metzler’s model inflation- 
ary effects will only occur if (a) prices of 
securities are bid up because the security- 
money ratio is out of balance or (6) if the 


* [bid., pp. 95 ff 

‘Cf. the following quotation from a letter from 
Keynes to myself, written April 21, 1932, regarding 
my Creation of Purchasing Power. Hesays:‘‘You have 
a passage somewhere in which you suggest that the 
conditions which I contemplated as likely to prevail, 
causing chronic deficiency of investment opportuni 
ties, are perhaps not likely to arise for a considerable 
time to come. J should agree with this, but I should 
strongly hold that the genera! analysis which you 
and I more or less accept would be just as valuable 
and necessary in conditions in which the pace at 
which investment opportunities are released has to 
be carefully regulated as in those in which it has to 
be deliberately stimulated.” (Italics mine.) In other 
words, one can believe in the Keynesian system 
(properly understood) without at all accepting the 
theory of secular stagnation. The latter depends 
upon certain empirical assumptions not in the least 
necessarily related to the analytical system. Schum- 
peter managed to be a stagnationist—so far as 
empirical forecasts went—without using Keynesian 
analysis at all 

+ Op. cit., pp. 99 ff 

*Cf. Gottfried Haberler, Prosperity and De 
pression (3d ed.; Geneva, 1941), pp. 491-503 
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propensity to consume has become too high 
relative to the inducement to invest. But 
does not this omit a third possibility: The 
increase in M may cause increased general 
monetary outlay. In other words, there are 
at least three things to be remembered here: 
(1) the securities-money ratio; (2) the real- 
wealth-propensity-to-consume ratio; and 
(3) the cash balance versus total income or 
general outlay ratio.’ In other (Keynesian) 
words, the effect of an increase in the supply 
of cash need not be merely a rise in the pro- 
pensity to consume or in the demand for 
securities. The process could also operate to 
induce a rise in the price of assets generally 
and in the marginal efficiency of capital. 
Ceteris paribus, the MEC (marginal efficien- 
cy of capital) might rise for two reasons. 
First, if there were a higher price of durable 
assets (say, houses), this would tend to shift 
expectations. Next, with increased cash 
holdings, other things being equal, there 
could just as well be an increased willingness 
to run investment risks, etc., as an increased 
propensity to consume.* Metzler in his ar- 
ticle (like many other Keynesians) sees only 
the stimulus to investment via lower interest 
rates. 


We may thus conclude not only that 
Metzler omits shifts in the marginal efficien- 
cy of capital schedule but also that he over- 
looks forces intrinsic within his own model 
which would, ceteris paribus, tend to shift it. 


*Cf AH. Hansen, Monetary Theory (New York, 
1949), pp. 43-44: “But now after the new money has 
heen created the public will wish to get rid of 
extra or spare cash . Accordingly, increased out- 
lays would be made on consumption of investment 
goods. [Or] the prices of securities would have 
risen. But an increase in bond prices would mean a 
fall in the rate of interest.” (Italics mine.) 

a shift need not always, or 
immediately, occur. Cf. Keynes, General Theory, 
p. 172: “For a large increase in the quantity of 
money may cause so much uncertainty about the 
future that liquidity preferences due to the security- 
motive may be strengthened.” Still more I believe 
might this be the case with price and wage change 
The whole question, of course, so far as policy is 
concerned, has to be judged relatively to the par 
ticular empirical situation existing at a given time 


®Of course such 
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However, there is a more fundamental omis- 
sion from his basic demonstration. 

In his article Metzler defines a purely 
“monetary” theory of interest as one in 
which “the equilibrium rate or . . . pattern 
of rates can be altered by a change in the 
quantity of money.””* Although he does not 
say it in so many words, I understand him 
to mean by “altered,” permanently altered. 
At any rate, the word “permanently” occurs 
in a number of places later.'® Following out 
this analysis, Metzler distinguishes two 
cases in which monetary policy may affect 
the interest rate. In the first, the supply of 
money is increased without reducing the 
supply of securities. In the second, “‘open- 
market”’ operations of the usual type reduce 
the supply of securities and hence, he main- 
tains, could under his assumption “perma- 
nently” affect the “equilibrium” rate of in- 
terest."! 

But the question must be raised at this 
point: How long is permanent? Does Metz- 
ler mean merely an instantaneous short- 
period equilibrium or does he mean “al- 
ways’? If the second, I submit that his 
model is wrong (or incomplete) on its own 
terms. The reason is that the supply of se- 
curities must under his assumptions again 
increase, for the effect of the total process of 
security purchase sketched by him is an in- 
crease in the rate of capital formation." Yet, if 


*Op. cit., p. 96 

Eg. ibid., pp. 97, 106, 107 

" Thid., p. 97 

'2 Tbid., p. 111. The basic criticism of Metzler’s 
article is that it attempts too much to handle a 
dynamic process in predominantly static terms. This 
leads to a good many errors. For example, he implies 
(ibid., p. 99) that, if S and J are equal, there will be 
‘stability of the general price level.”’ This overlooks 
the whole neo-Wicksellian analysis which points out 
that mere “equality” of savings and investment will 
not prevent the price level from falling if there are net 
increases in output and if f and V are unchanged. 

Again I submit that the word ‘‘equilibrium” can 
never be applied with strict accuracy to a growing 
society. Nor does the mere assumption of ‘‘con- 
stant cost” (ibid.) enable one to ‘‘speak unambigu- 
ously of total output.” For the pattern of consumers’ 
tastes will change automatically, even if cost condi 
tions are constant, as output rises 
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there is an increase in the rate of saving-in- 
vestment, will there not, ceteris paribus, be 
an increase in the rate of increase of the sup- 
ply of common stocks?'* And, if that is the 
case, will not Metzler’s schedules be obliged 
to shift again? His “permanent” effects upon 
the rate are thus only instantaneous or 
short-period effects. The schedules will soon 
start shifting once more. What I have in 
mind is that there seems to me to be implicit 
in Metzler’s analysis the assumption of a 
certain more or less customary ratio of se- 
curities to income. The bank’s purchases 
have reduced this ratio of securities to in- 
come, and as a result people start saving 
more. But, as the relative relationship more 
nearly approaches its former value, things 
will return to their former relative condi- 
tion. The model, in Metzler’s demonstra- 
tion, therefore, seems not to have been car- 
ried far enough. 

In this note I follow Metzler in treating 
the matter from a purely theoretical, logical] 
point of view. I do not comment upon the 
empirical reliability of the wealth effect as a 
matter of Realpolitik (concerning which I 
am rather inclined to share his skepticism) .'* 
I wish only to show that his analysis, as it 


HE tenor of his note suggests that Pro- 

fessor Wright believes he has discovered 
some basic errors or omissions in my paper 
on wealth and interest. At any rate, I can 
find no other interpretation for words or 
phrases such as “important limitations,” “a 
serious omission in the logic,” *‘fundamental 
point,” and other similar expressions which 
appear in his note. I ought therefore to begin 
by saying that I believe he has greatly exag- 
gerated the significance of his remarks. 
What Wright presents is by no means a fun- 
damental criticism but merely a few minor 
amendments or additions and a suggestion 
for further research. 
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stands, is incomplete and that he has failed 
to show, even in his second case, a necessary 
“permanent” shift in the equilibrium rate of 
interest. 


9 Of course, if all the expansion were internally 
financed, the number of securities would not in 
crease. But these matters are not treated in Metzler's 
formulation 

We must be careful to separate theory and 
practice. While I agree with Metzler that, so far as 
the Jogic of the model goes, ‘the only difference 
between [a capital levy and open-market opera 
tions] is a difference in the level of prices and costs,” 
it would be a great mistake to misunderstand 
Metzler as stating this as a fact concerning the real 
world. Metzler’s whole point, in his model, is that 
a reduction in the amount of securities leads to an 
increase in the rate of capital formation. But will 
people really save as much to create new capital i 
they know that their increment of wealth has in the 
past been confiscated outright (and hence may be 
confiscated again), as if they had merely sold a third 
of their securities voluntarily at satisfactory prices’ 
Surely there is a difference. True they will eventually 
find they lost in the second case. But we must not 
forget the money illusion. Our mathematical func 
tions are for the most part merely reflections of sup 
posed uniformities in the behavior of people. And 
the behavior uniformities depend often upon uni 
formities in institusional atmosphere. And surely the 
incentives for action will be different in societies 
where the government buys at voluntary high prices 
and in a society where the government confiscates? 


The paper which Wright criticizes was in- 
tended to be a modest contribution to the 
theory of interest. Wright now suggests, in 
effect, that, instead of writing such a small 
contribution, I should have written a two- 
volume treatise on capital and interest. Vol- 
ume I of such a treatise would presumably 
include a detailed discussion of the short- 
run, dynamic process of adjustment, or a 
theory of inflation and deflation, while Vol- 
ume II would contain a long-run theory of 
capital accumulation and economic growth. 
Some of Wright’s comments are directed to- 
ward Volume I of my hypothetical treatise, 
others toward Volume II. But, so far as |! 
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can see, none of his comments is directed to- 
ward the principal conclusions of the paper 
which I actually wrote. 

In order to clarify these remarks, I should 
like to say something about the underlying 
assumptions of my own paper. I originally 
wrote the paper to contrast the classical the- 
ory of the rate of interest with a sort of mod- 
ified classical theory containing a saving- 
wealth relationship. I argued that the sav- 
ing-wealth relation transforms the classical 
theory from a real theory into a theory 
which is at least partly monetary. Needless 
to say, there are many different versions of 
the classical theory. Some versions, like 
Ricardo’s theory of capital accumulation 
and economic development, cover a span of 
a half-century or more. Others, like the 
short-run, dynamic theories, cover a time in- 
terval of only a few months. Among these 
numerous alternatives, I selected a theory 
which seemed to me to be most representa- 
tive of the classical English economists of 
the second half of the nineteenth century. 
When I spoke of the classical theory, I had 
in mind neither a short-run nor a long-run 
theory but a theory covering a sort of inter- 
mediate period. The rate of interest with 
which I was concerned was an equilibrium 
rate; namely, the rate at which full-employ- 
ment saving is equal to full-employment in- 
vestment. This means that for the immedi- 
ate purpose of my paper I chose to neglect 
the transitional problems of intlation and de- 
lation and to concentrate upon the position 
of balance when the rate of interest has 
reached an equilibrium level. To be sure, my 
paper contains a number of references to the 
inflationary and deflationary process; these, 
however, are merely expository devices 
which have nothing whatever to do with my 
final conclusions 

If the theory which I described as classi- 
cal was not a short-run theory, neither was 
it an extremely long-run theory. I made no 
attempt to trace out the ultimate conse- 
quences of capital accumulation and eco- 
nomic growth; instead I dealt with a period 
of time sufhciently short so that any accu- 


METZLER 


mulation of capital occurring within this peri- 
od could be regarded as small in relation to 
the existing stock of capital. To summarize, 
then, the rate of interest which I had in 
mind when speaking of the classical theory 
was characterized by two conditions. First, 
it was an equilibrium rate; and, second, it 
was the rate appropriate to an economic 
system having a given stock of capital and a 
given productive technique. The two condi 
tions together imply that the rate of inter- 
est described in my paper was essentially an 
intermediate-period rate. 

Having summarized brietly my own con- 
ception of the classical theory, I turn now to 
Wright’s criticism of the way in which I 
contrasted that theory with a theory con- 
taining a saving-wealth relation. In spite of 
the fact that I was obviously talking about 
an intermediate period of time, Wright in- 
sists upon criticizing my paper as though it 
contained both a long-run theory and a 
short-run theory. In other words, he criti- 
cizes every conceivable theory except the 
one about which I actually wrote. With re- 
spect to the short-run theory, his argument 
is rather difficult for me to follow, but I be- 
lieve that it may be summarized more or 
less in the following manner. 

In discussing the short-run problem of in- 
flation or deflation which arises when the 
actual rate of interest is out of line with the 
equilibrium rate, I found it convenient to 
divide the economy into two markets, a 
goods-and-services market and a securities 
market. If the money supply were somehow 
increased, I argued that such an increase 
would affect the general price level in a 
rather indirect manner. First ,theasset owners 
would find their ratio of cash to securities 
too high and would therefore attempt to buy 
additional securities. Prices of securities 
would thus rise, which means that the rate 
of interest would be reduced. Second, at the 
lower rate of interest full-employment in- 
vestment would exceed full-employment 
saving, and goods-and-services prices would 
accordjngly tend to rise. To this description 
of the inflationary process Wright replies 
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that when cash balances are excessive, 
goods-and-services prices will tend to rise, 
quite apart from the influence of the securi- 
ties market and the saving-investment rela 
tionship, simply because some of the excess 
balances are spent directly on the existing 
stock of physical goods. 

I fully accept Wright's criticism in this 
regard. He is quite right in believing that I 
have omitted a part of the short-run process 
vf inflation from my paper.' But I wish to 
add immediately that he is quite wrong in 
believing that this omission has any effect 
whatever upon my final conclusions. I must 
emphasize again that the rate of interest I 
was talking about is an equilibrium rate 
whose value is unaffected by dynamic con- 
siderations.* In Figure 2 of my article, for 
example, the rate of interest is determined 
by the intersection of two curves, a liquidi- 
ty-preference curve and a money-require- 
ments curve. At any point on the liquidity- 
preference curve the desired ratio of cash to 
securities is equal to the actual! ratio, and no 
asset-owner has any incentive to shift his 
holdings one way or the other. Likewise, at 
any point on the cash-requirements sched- 
ule, full-employment saving equals full-em- 
ployment investment, and the goods-and- 
services market accordingly tends to be in 
balance. In other words, at the intersection 


‘I discovered some time ago, when I tried to 
apply my short-run theory to the classical system, 
that I was dealing with a system lying on the 
border line between stability and instability. My 
theory, in other words, led to the conclusion that the 
interest rate would tend to oscillate indefinitely, 
the oscillations having no tendency either to increase 
or to decrease in amplitude. A possible stabilizing in- 
fluence is precisely the direct connection which 
Wright mentions between cash balances and ex- 
penditures on real assets. But I expect to return to 
this subject in a later paper 


* Wright objects to my use of the concept of 
eyuilibrium to describe relationships which are 
essentially dynamic. As far as I can see, however, 
he does not give any convincing reasons for his 
vbjection. Nor does he indicate that his objection 
applies equally to Mill, Marshall, Keynes, and al- 
most everyone else who has written on interest 


theory 


of the two curves which govern the rate ol 
interest there are no excess holdings of cash 
either from the point of view of the securities 
market or trom the point of view of the 
goods-and-services market. For this: reason, 
Wright's discussion of what happens in these 
markets when cash holdings are excessive is 
beside the point. I could accept everything 
he says about these short-run problems 
without altering my final conclusions in the 
slightest degree. 

I turn now to the second of Wright's crit- 
icisms, which concerns my neglect of long- 
run considerations. In discussing the modi- 
fied classical theory —the theory containing 
a Saving-wealth relationship—I asserted 
that the rate of interest in such a system 
could be permanently affected by security 
purchases or sales on the part of the central 
bank. Wright suggests that I ought to carry 
this analysis further by examining the long- 
run effects of asset accumulation. He argues 
that security purchases by the central bank 
may temporarily reduce the interest rate by 
increasing the rate of saving but that even- 
tually the interest rate is likely to return to 
its former position. Given a higher rate of 
saving, the rate of asset accumulation will 
also be higher. Sooner or later, the value of 
the accumulated stock of assets will there- 
fore be virtually as high as it would have 
been in the absence of the security pur- 
chases, and the rate of interest will there- 
after be about the same as though no securi- 
ties had been purchased. The effect is some- 
what similar to the way in which thinning of 
forests accelerates the growth of the remain- 
ing trees so that such forests eventually re- 
turn to normal density in spite of the thin- 
ning. 

Again, I do not disagree with what Wright 
says in this regard. But I object strongly to 
his implication that these ideas constitute a 
criticism of my own paper. I must remind 
Wright again that I cannot cover the whole 
field of capital theory within the space of a 
single journal article. I chose to write about 
an intermediate-period theory of the rate of 
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interest. Wright says I should have written 
about a long-run theory, instead. But he has 
given no compelling reasons for believing 


that the long-run time interval is more use- 
ful or interesting than the intermediate peri- 
od about which I wrote. Under the circum- 
stances I fee! fully justified in refusing to be 
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drawn into a controversy about something I 
did not write. If I accepted all of Wright's 
proposals for enlarging and amending my 
paper, I might easily put myself in the posi- 
tion of the American historian who began a 
history of New England with the Creation 
and died before reaching the year 1620 


252 

| 

| 

| 

| 


PERSPECTIVES ON MONOPOLY: A REPLY’ 


GEORGE W 


STOCKING 


Vanderbilt University 
AND 
MYRON W. WATKINS 
New York City 


ucH of Dean Jacoby’s criticism of the 

Twentieth Century Fund's three-vol 
ume survey of cartel and monopoly prob 
lems’ reflects simply a difference of opinion 
on the issues involved. When the reviewer 
looks at industria! structure and business be- 
havior, he not only sees different things from 
those the authors see, but also sees things 
differently. That is his privilege. The 
authors have no illusions that all their find- 
ings and views on these matters are incon- 
trovertible. They pretend to no monopoly of 
the truth or, for that matter, of the expedi- 
ent. On the contrary, they believe in compe- 
tition not only in the market place but also 
in professional discourse. 

Acceptance of the principle of a reviewer's 
complete freedom in the expression of opin- 
ion follows as a corollary of that faith. The 
authors, accordingly, welcome candid criti- 
cism. At the same time, they submit that 
one who writes a review for a professional 
journal has certain obligations: first of all, 
meticulously to avoid misrepresenting an 
author’s position or methods; and, second, 
when he challenges an author's views be- 
cause of either disregard for, or misinterpre- 
tation of, data the reviewer considers perti- 
nent, fairly to indicate the grounds the 


‘Perspectives on Monopoly,” by Neil H 
Jacoby, Journal of Political Economy, LIX (1951), 
514-27. Citations of the review will hereinafter be 
limited simply to page references 

* Cartels in Action (1946), Cartels or Competition? 
(1948), and Monopoly and Free Enterprise (1951), 
hy George W. Stocking and Myron W. Watkins 
(New York: Twentieth Century Fund). Following 
Dean Jacoby’s precedent, we shall designate these 
three volumes, respectively, as ‘‘I,” “II,” and “IIT.” 


author advances for the position the review 

er rejects. On the basis of the following spec 

ification of errors, distortions, or imputa 

tions in Jacoby’s review, we leave to the un 

biased judgment of  fellow-economists 
whether he has discharged these obligations 
and has adhered to the accepted standards 
of a scholarly review. 

(1) Jacoby charges (p. 525) that we have 
made “careless computations . . . inexcus 
able in a scholarly study.’ In laying the 
groundwork for this count of his indictment 
he asserts, regarding our inclusion of “‘live- 
stock products”’ among the goods that had 
been the subject of pre-World War IT cartel 
arrangements, that “the whole class of prod- 
ucts is cavalierly treated as monopolized!” 
(P. 525, italics supplied, exclamation point 
in original.) That statement is inaccurate in 
two respects. We did not classify the whole 
class of livestock products among the goods 
that had been subject to cartel arrange- 
ments, and we treated no livestock products 
“as monopolized.” 

To take the latter point first, we made it 
abundantly clear that all we were trying to 
do was to find a statistical measure that 
would reflect the pervasiveness of the inter 
national cartel movement (II, 92, 94-98, 
469). We repeatedly emphasized that car- 
telizers frequently bite off more than they 
can chew (I, passim; I], 94-98). We pointed 
out that no general data are available by 
which to measure the effectiveness of masti- 
cation or the precise results of cartels (II, 92, 
469, 476). We warned that comparisons be- 
tween the value of ‘‘cartelized” products 
and “‘non-cartelized” products may be mis 
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leading. Specifically, we said: “Cartels differ 
yreatly in form, effectiveness, and duration. 
Many control experiments have been short- 
lived. Others, though lasting longer, have 
exerted little influence on prices. Some have 
represented more the expression of a hope 
than the achievement of a goal’’ (II, 94). 
Jacoby reproduces this quotation, but he 
does so in a context that fails to reveal its 
import as an explicit limitation of the sig- 
nificance of the measurements that we made 
and that he attacks. We catalogued and 
analyzed the factors that tend to limit the 
influence of cartels (11, 94-98). What we 
were trying to do in our statistical computa- 
tions was to measure the size of the bite or, 
more specifically, to show the relationship 
between ‘‘the total value of the cartelizable 
products sold in the United States in a given 
year” and “the value of that part of them 
for which governments or voluntary produc- 
er groups had instituted cartel controls” (II, 
93) of one kind or another, and of varying 
degrees of effectiveness, in international 
markets. 

There is not a word in our description of 
the data, the methods, or the results of the 
computation either ‘to suggest that we re- 
garded the ‘“‘cartelized’’ products as ‘‘mo- 
nopolized” or to imply that they might 
properly be so characterized. On the con 
trary, we stated very clearly that ‘““monopo- 
ly power is not an essential criterion of a 
cartel as the term is here used. It is 
enough that the arrangement aims to lessen 
.”’ (II, 5; italics supplied). In 


competition . . 
these circumstances, what explanation or 
excuse can there be for the assertion that we 
“treat as monopolized” any of the products 


classified in our computation as “‘cartel- 

Regarding the classification of livestock 
products, we indicated difficulties in proper- 
lv classifying them (II, 475-76). But, far 
from treating as cartelized “the whole 
class,”’ we deliberately excluded from that 
category hides and skins, wool, dressed pork 
and pork products, poultry, and dairy prod- 
ucts. We found no evidence of prewar agree- 
ments regulating international trade in these 
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articles, which constitute well over two- 
thirds, by value, of the entire group of live- 
stock products. Furthermore, the reviewer's 
statement that, in this connection, we relied 
on a criminal indictment in an antitrust pro- 
ceeding not yet adjudicated ignores our cita- 
tions of official documents attesting several 
international pacts regulating the trade in 
beef and mutton, the major livestock prod- 
ucts which we classified as cartelized. 

(2) The only other ground given by the 
reviewer for the charge of ‘‘careless compu- 
tations” is that petroleum products were 
“apparently classified as ‘cartelized’ because 
some writers have characterized the indus- 
try as a monopoly and indictments have been 
brought against large petroleum firms!” (P. 
525; italics supplied; exclamation point in 
original.) First, regarding the apparent basis 
for the classification, the citations accom- 
panying Table B in II, Appendix B, make 
clear the real basis for classifying these prod- 
ucts as cartelized. If the reviewer had taken 
the pains to consult the sources cited, he 
would have found not only well-documented 
evidence of cartel controls in the oil industry 
but verbatim copies of some of the contracts 
and regulations referred to, the authenticity 
of which was established by sworn testimony 
in official proceedings. But, even without 
consulting the documents, Jacoby might 
have taken account of what is now common 
knowledge among students of industrial or- 
ganization. Has he never heard of the fa- 
mous ‘As Is”’ agreement among the major 
oil companies operating internationally, 
which divided world markets during the 
1930's? Is he, although a resident of Califor- 
nia, oblivious of the Pacific Coast petroleum 
cartel of the 1930's, which matched the 
state-imposed proration programs of most of 
the other oil-producing sections of the coun- 
try with a privately contrived output re- 
striction and allocation scheme of its own? 

We repeat that we harbor no illusions as 
to the infallibility of our judgment in classi- 
fying various sectors of the economy as sub- 
ject or not subject to prewar cartel arrange- 
ments. As we explicitly stated (IT, 474): “In 
assessing the results of the survey, obviously 
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much depends on the accuracy of the classi- 
fication of products as cartelized or non-car- 
telized. These tables reflect simply the judg- 
ment of the authors. Other students might 
reach different conclusions on the treatment 
of specific items and so obtain different re- 
sults.”” But we do object to having a review- 
er misrepresent the plainly expressed out- 
come of our computation and, when chal- 
lenging our classification, ignore or misinter- 
pret the declared basis of the judgments on 
which it rests. 

(3) Of Monopoly and Free Enterprise 
Jacoby charges that it “presents a mislead- 
ing view of the state of competition in the 
American economy” (p. 523). In support of 
this opinion he appeals to the judgment of a 
mythical man of Mars who, visiting the 
United States in 1951, is unable to reconcile 
the “rapid economic progress, high and ris- 
ing mass living standards, and vigorous 
rivalry among American business firms for 
consumers’ patronage”’ with ‘‘the tissue of 
restrictionism and restraint of trade which 
the authors believe to pervade the American 
economy” (p. 523). We have no objection to 
Jacoby’s appealing to foreign aid in trying to 
establish his case, but we think he should 
first have exhausted domestic resources. As 
a beginning in this direction, he need have 
gone no further than the Preface of Monopo- 
ly and Free Enter prise. Here we make it clear 
that much of our analysis ‘is based on pat- 
terns of industrial organization and business 
conduct prevailing before World War II.” 
And we indicate why this was necessary. In 
describing the postwar business scene, we 
recognize that ‘“‘business firms and whole in- 
dustries have been vying with each other to 
supply a huge pent-up demand, foreign as 
well as domestic, occasioned by the extraor- 
dinary, war-generated dearth of goods and 
surplus of purchasing power. When the busi- 
ness to be done exceeds the capacity of the 
facilities for doing it, competition permits 
nearly everybody to prosper. So business- 
men, big and little, are all for it’ (III, xii 
xiii). 

The real test of free enterprise will come, 
as we point out, with a recurrence of a buy- 


ers’ market—if recur it should. Certainly 
had the man from Mars made his visit dur- 
ing the 1930's, he need not have been 
puzzled by any inconsistency in the unhap- 
py plight of the American economy and the 
tissues of restrictionism (whatever the 
causal relationship between them) that cul- 
minated in the NRA but which were by no 
means eradicated when World War II came 
upon us. 

(4) In summarizing our policy sugges- 
tions, the reviewer declares that we recom- 
mend, inter alia, ** ‘Drastic changes in gov- 
ernmental policy on labor and agriculture,’ 
the nature of which (strangely) is said to be 
‘beyond the scope’ of this study (IIT, 515)” 
(p. 521; italics supplied). A comparison of 
this statement with what we actually said 
gives some measure of the reviewer's schol- 
arly standards. This is what we said: “To 
achieve an effectively competitive economy 
will require drastic changes in governmental! 
policy on labor and agriculture. The details 
of such policy changes are beyond the scope 
of this study” (italics now supplied). Di- 
rectly, in the text, we then refer the reader 
to chapter xii for a discussion of “the nature 
of the problem” (italics now supplied), and 
if the reviewer had turned to chapter xii he 
could readily have ascertained what we con- 
ceive to be the nature of appropriate meas- 
ures for dealing with it (see, e.g., II], 396 
99 and 407). 

(5) Jacoby’s review not only misrepre- 
sents the authors’ position on specific issues, 
but it distorts the whole content and thrust 
of these studies. For instance, after epito- 
mizing both “orthodox competitive theory” 
and the theories of monopolistic or imperfect 
competition, he offers this bit of advice: 
“Orthodox theorists may deplore these de- 
velopments [product differentiation, price 
inflexibility, sales-promotional strategy, 
competitive advertising, and the like}, but 
they would spend their time more usefully if 
they developed a competitive theory to fit 
the facts rather than sought to reform mar- 
kets to conform to their preconceptions” (p. 
524). The authors are not identified, it will 
be observed, as “orthodox theorists,” and 
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we have no desire to put on shoes that do 
not fit. But neither do we wish to dodge 
brickbats that are aimed at us. We should 
prefer, however, that they not be thrown 
without provocation. In truth, we find it 
rather disconcerting to be advised to at- 
tempt to develop ‘‘a competitive theory to 
fit the facts” by a reviewer who so persist- 
ently disregards facts. (Incidentally, in this 
critical passage the reviewer ignores com- 
pletely our extended analysis and appraisal 
of the theories of monopolistic and imper- 
fect competition, in III, chaps. iv-v.) While 
we certainly should not go so far as Jacoby 
in denying the relevance of neoclassical 
price theory to economic policy, we have 
tried to make it clear that, on a basis of 
painstaking analysis of concrete data (in 
scores of places, e.g., IIL, chaps. v-viii and 
x), we regard current theories, alike of pure 
competition and of monopolistic or imper- 
fect competition, as inadequate to explain 
fully contemporary business behavior pre- 
cisely because both are too abstract and 
static in their postulates. Whether or not we 
have made our position clear we are content 
to leave to the judgment of our peers. 

(6) But the most serious distortion of the 
authors’ position, as clearly revealed on 
practically every page of the three volumes 
Jacoby was reviewing, is his assertion (p. 
527) that ‘‘perhaps enough has been said to 
indicate how the issues are drawn between 
the authors and those who, like me, see com- 
petition instead of monopoly as a vital force 
in the American economy.” We submit that 
no careful reader of these three volumes 
could fail to perceive that, whatever his own 
views on the question may be, the authors’ 
position is incontestably and unqualifiedly 
that competition is not only “a” but the 
“vital force in the American economy.” 
What is more, these volumes leave no room 
for doubt that, in the authors’ empirically 
based view, monopoly, in all its forms, so 
far from being in any sense “‘a vital force in 
the American economy,” is a devitalizing 
force. 

(7) Jacoby attributes the alleged ‘basic 
flaws” in our study of domestic monopoly 
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problems to six ‘‘false premises and miscon- 
ceptions”’ (pp. 523-24). These all turn out to 
be not premises but conclusions. Some may 
also be ‘‘misconceptions,”’ but they are not 
the authors’. One of these alleged ‘‘miscon- 
ceptions” is that “business mergers have 
been the most important cause of the growth 
of giant corporations and industrial concen- 
tration”’ (p. 526). This, we submit, is neither 
“false,”’ nor a “premise,” nor a “‘misconcep- 
tion.”’ It is a conclusion, supported by care- 
ful historical analysis, for which we accept 
responsibility. The reviewer attempts to dis- 
prove it by citing data showing the relative 
importance after 1905 of the acquisition of 
assets and internal growth as factors in the 
size of the giant corporations of today. This 
begs the question. The role of mergers in the 
development of an oligopolistic industrial 
structure in the decade before 1905 is indis- 
putable; and the record of those years is far 
more pertinent to the question at issue than 
the annals of the period after “giant corpo- 
rations and industrial concentration’’ had 
revolutionized the pattern of American 
business organization. After all, birth is a 
prerequisite of growth. 

Though tempting, it would be a work of 
supererogation to refute, point by point, the 
several ‘interrelated errors” in all six counts 
of the reviewer's indictment. In so far as the 
charges rest on unsubstantiated assertions, 
as most of them do, we shall let them speak 
for themselves. In so far as the charges rep- 
resent nothing more than a challenge to the 
reasonableness and objectivity of our inter- 
pretation of the facts and offer an alterna- 
tive opinion on their significance, we stand 
on the record. 

The authors want to take this opportuni- 
ty, however, to admit an error—one which 
the review has brought to light. No discern- 
ing person reading it can fail to perceive that 
the reviewer, for all his avowals of faith in 
competition, is quite prepared to put his 
trust in whatever forms of business rivalry 
masquerading as “‘competition”’ may survive 
in a laissez faire regime. He disputes our 
statement that, so far as it goes, the cartel 
movement “represents a rejection by busi- 
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nessmen and statesmen...of {Adam} 
Smith’s obvious and simple system of natu- 
ral liberty,”’ contending that it is “too 
sweeping” (p. 517). Furthermore, ‘‘the most 
important elements of a policy to promote 
competition,” we are told (p. 526), “are not 
antitrust actions and trade regulation. They 
are monetary and fiscal policy.”’ (Inciden- 
tally, the reviewer ignores in this connection 
vur discussion, at IIT, 378-82, of the bearing 
of monetary and fiscal policies on the main- 
tenance of effective competition, factors 
which we also regard as of great importance 


N THEIR reply to my review article, Profes- 
| sor Stocking and Dr. Watkins allege that 
I have misrepresented their position at a 
number of points. I do not agree that there 
has been any material misrepresentation, al- 
though it would be difficult for any reviewer 
of their works, no matter how painstaking 
his inquiry or how sympathetic to their 
views, to avoid such a charge. In the more 
than 1,500 closely printed pages of three 
loosely organized volumes the authors obvi- 
ously have said a great deal. In fact, it will 
probably be found that, at one point or an- 
other in the trilogy, they have written some- 
thing on both sides of many of the issues in 
their field of inquiry. In such circumstances 
the position of a reviewer is precarious. He 
can proceed only on the assumption that the 
“true” position of the authors is that to 
which they devote most space and emphasis 
in affirmative argument; yet he leaves him- 
self open to a charge of misrepresentation 
which will appear plausible because other 
passaves expressing opposite views or quali- 
fications of views previously expressed may 
often be cited. I devoted a considerable part 
of my time over a three-month period to a 
close study of the three volumes for the pur- 
pose of discovering the drift of the argument 
and evaluating the evidence supporting it. 
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though hardly of such transcendent efhicacy 
as the reviewer indicates.) If this declaration 
means what it appears to mean, and what 
the whole tenor of the review suggests, the 
authors acknowledge their mistake on one 
point. They repeatedly dismissed a return to 
laissez faire as a “quixotic,” “impractical,” 
and “extreme” policy alternative (see, e.g., 
II, 261, 380; IIT, 4, 518, 528). They can only 
conclude now, however, on the basis of this 
review, that laissez faire still has some aca- 
demic votaries, notwithstanding its general- 
ly low repute elsewhere. 


I strove to depict their position with fidelity 

within the space allowed by the editor. 
Whether I have succeeded is a question that 
must be left to the judgment of competent 
readers. 

The authors’ points (1) and (2) concern 
my criticism that their attempt to measure 
the extent of cartelization in the American 
economy involved “careless computations.” 
They say that I erroneously imputed to 
them an estimate of the extent of monopoly 
whereas they were really measuring the ex- 
tensiveness of cartelization. | confess that I 
did assume that these two ideas should be 
treated as identical, because I could see no 
point to a measurement of the extent of car- 
telization unless the cartels included in the 
study involved a significant degree of mo- 
nopoly power over the products subject to 
producer agreements. Since the authors ap- 
parently draw a sharp distinction between 
the two concepts, I am obliged to change my 
major criticism of their estimate from one of 
inaccuracy to one of vagueness and imma- 
teriality. There are few business firms that 
are not parties to some kind of agreement 
with competing firms, even if they pertain to 
such innocuous matters as opening and clos- 
ing hours, standard weights and sizes, etc. 
On a sufficiently broad definition of “cartel” 
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the percentage of ‘cartelized products” to 
total production or sales of any commodity 
group could rise to the limit! 

For example, the authors refer to control 
of crude-oil production in California by vol- 
untary agreement between producers as a 
type of cartel. Such controls have been simi- 
lar in all essential respects to controls im- 
posed by state authorities under conserva- 
tion laws in other oil-producing states. 
Granted that monopoly has sometimes 
lourished under the guise of conservation 
and that the evaluation of these schemes 
raises Complex issues, it is clear that some 
types of oil-production control do serve the 
public interest and are consistent with effec- 
tive competition——as Professor J. S. Bain, 
the leading student of the Pacific Coast 
petroleum industry concluded in the case of 
California. The authors are entitled to adopt 
any definition of “cartel” that they choose, 
but I fail to see detinitive meaning or analyt- 
ic value in a definition which embraces all 
oil-conservation plans. 

Under (3) Stocking and Watkins say that 
much of their analysis is based on patterns 
of industrial organization and business con- 
duct prevailing before World War II. They 
concede that competition (or at least com- 
petitive spirit) has flourished during the re- 
cent postwar years of high demand and ris- 
ing prices, but they hint that this*may not 
be true if, in future years, there should be a 
recurrence of the deep and persistent under- 
employment of the thirties. I concur in their 
view that private and public restrictionism 
did grow during the depressed thirties and 
would grow again under like circumstances; 
but I assert that restrictionism was mainly 
a product rather than a cause of depression. 
I sugvest that they overlook the fact that 
the thirties were an aberration from, rather 
than typical of, the broad upward sweep of 
American economic development. The fifties 
run closer to the secular pattern of behavior 
than the thirties did. It appears to me that 
postwar experience fortifies the argument 
advanced in my article—that monetary, fis- 
cal, taxation, international trade, and other 
policies fostering a steady rate of expansion 
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of the economy are the essence of a well-con- 
ceived policy for maintaining effective com- 
petition. Actions to disintegrate large firms, 
prevent mergers, or deliberately restructure 
markets are of secondary importance and 
have very uncertain effects upon competi- 
tive processes. 

With respect to their point (4) I regret 
the inadvertent substitution of ‘‘nature”’ for 
“details” in my quotation from their text. 
Yet I must repeat my question to the 
authors: Why were not the deéails of changes 
in governmental policies for promoting com- 
petition in labor and agricultural markets 
accorded as extensive a presentation as the 
details of proposals for dealing with monop- 
oly in commercial and industrial markets? 
(The ratio of space devoted to labor and 
agricultural markets to that devoted to com- 
mercial and industrial markets is approxi- 
mately 20 to 507 pages—obviously disparate 
from the ratio of the relative importance of 
these two subjects.) 

In regard to their point (5), I wish to con- 
firm the authors’ understanding that my re- 
marks about “orthodox theorists” were not 
directed at them. Indeed, I applaud the ef- 
fectiveness with which they have pointed 
out at several points in their study the need 
for a more realistic, dynamic treatment of 
competitive processes. My complaints are, 
first, a lack of consistency in their adherence 
to this point of view and, second, a failure 
to follow its implications through to the 
logical conclusions. For example, they do not 
adequately consider the positive—and prob- 
ably unique—contributions of the large firm 
to the economy. 

Their point (6) appears to involve a mis- 
understanding of words rather than a real 
difference of opinion. My reference to com- 
petition ‘as a vital force’”’ was intended to 
convey my view that competition is now in 


fact a highly effective process in the Ameri- 


can economy, whereas I judge that Stocking 
and Watkins hold that it is not now highly 
effective but should be made more effective 
by the measures they propose. It was cer- 
tainly not my intention to question their be- 
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lief in effective competition as a proper norm 
of public policy. Indeed, I explicitly em- 
braced this view at the very beginning of my 
article. 

As to point (7), I grant that mergers be- 
fore 1905 had a significant effect upon the 
contemporary size-distribution of industrial 
enterprises. Nevertheless, I continue to de- 
mur from the view that business mergers 
have been the most important cause of the 
growth of giant corporations and industrial 
concentration. This is certainly not true of 
that part of the growth of giant corporations 
that has occurred since 1905, and it may not 
be true of the aggregate growth of currently 
large corporations from their beginning. 

In the final paragraph of their reply, 
Stocking and Watkins seek to characterize 


me as an exponent of laissez faire. Their mo 
tive for this effort is as puzzling as the effort 
itself is misguided. I cannot believe that 
they are so naive as to hold that anyone who 
questions the wisdom of their particular pro- 
posals for reform must therefore be a Spen- 
cerian advocate of a return to the pre-Sher- 
man Act era of the 1880's. On the other 
hand, I am reluctant to think that they 
would consciously seek to mislead readers 
into a belief that there is no middle ground 
between such extreme positions. Indeed, I 
have been disappointed by their failure to 
advance the status of economic thinking 
about market structure and competition or 
to provide any satisfactory new criterion by 
which proposals for reform could be evalu- 
ated. 
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A Critique of Welfare Economics. By I. M. D. 
LittLe. Oxford: Clarendon Press, 1950. Pp. 


On a first cursory reading, I5r. Little’s 
Critique of Welfare Economics seems to be the 
long-awaited book on welfare economics that 
would bring a common-sense approach to this 
difficult subject and make it intelligible to the 
nonspecialist. The book is obviously the work of 
a gifted person and is in the best tradition of 
British economics, in the sense that, while re- 
lying on abstract analytical reasoning, it yet 
retains a sense of realism by a happy choice of 
examples and the admixture of a large dose of 
common sense. It is well written, contains many 
shrewd insights, and has the distinction of being 
the first to examine thoroughly the practical 
usefulness of the much-too-formal results of wel- 
fare economics, After a detailed criticism of ac- 
cepted theory and especially its modern ver- 
sions, the author deals with problems of policy 
in such fields as foreign trade and the manage- 
ment of publicly owned enterprises—subjects 
which welfare economics ought, but so often 
fails, to deal with 

On a second and more careful reading, how- 
ever, a number of shortcomings become appar 
ent. These are not important enough to reverse 
one’s first judgment, but they do modify it to 
extent. Perhaps the main shortcomings 
stem from the author’s tendency at times to 
play a valid but minor point for more than it is 
worth and at other times to make an argument 
carry more weight than it can bear. The first 
failing is relatively harmless, although it may 
cause ruffled feelings among some fellow-econo- 
mists in the author’s field. For example, Little’s 
way of giving a behavioristic derivation of in 
difference curves is good and also useful, espe- 
cially from a pedagogical point of view; but the 
great emphasis placed on this derivation seems 
to impute to Edgeworth, Pareto, and the count- 
less other users of indifference maps a naiveté 
which I cannot help feeling is unjust. Similarly, 
while there is much truth in the author's charges 
that economists misuse the word “value” and 
that in welfare arguments they occasionally mis- 
lead others and themselves by the use of emo- 
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tive language, I feel that these linguistic points 
receive far more space and stress than they de- 
serve. Not only may the author’s relentless in- 
sistence on these points annoy some readers, but 
it definitely gives the impression that the course 
of welfare economics would have been very dif- 
ferent had economists been more meticulous in 
their use of language—an impression which I 
can hardly believe that Little wanted to create. 

The second shortcoming—that of making an 
argument carry too much weight—is somewhat 
more serious. For example, the author objects to 
the hard-and-fast distinction usually made in 
welfare economics between the objective cri- 
teria of efficiency and the subjective judgment 
involved in interpersonal comparisons. He 


points out that external economies and the in- 
terdependence of satisfactions render the cri- 
teria of efficiency less simple and practicable 
than they appear and that, by contrast, certain 
subjective statements, e.g., that a dollar is 


worth more to a pauper than to a millionaire, 
may command nearly universal assent. His ar 
gument is excellent, important, and convincing; 
but few readers will go along with him to the 
extreme position that there is no difference in 
kind between the two criteria. To give another 
example, the author stresses the interdepend- 
ence of different optimum conditions and shows 
that the equating of price to marginal cost 
would accomplish nothing if several other 0,)- 
timum conditions were not fulfilled at the same 
time. While this is true and well worth stressing, 
it does not follow from it that no welfare state- 
ments whatever can be made unless all optimum 
conditions are simultaneously fulfilled or nearly 
fulfilled—a conclusion which may, to many 
readers, appear implicit in Little’s writing 
These and similar shortcomings, however, do 
not condemn the book. To the nonspecialist who 
wants to know where welfare economics stands I 
should not recommend it without a generous 
antidote of much additional literature on the 
subject. Specialists in the field, however, will 
have to read Little and take to heart his criti 
cism, which often is excellent. His is the only 
work that has brought together and tried to 
deal with almost all the unsolved problems of 
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welfare economics; it has done so in a readable 
and spirited fashion; and it has brought new in- 
sight to quite a number of important issues. But 
there are mistakes and signs of negligence, which 
make one wish that the author had waited a 
while and done a better job, of which, on the tes- 
timony of this book, he is fully capable. 


TIBOR SCITOVSKY 
Stanford University 


Geschichte der Wirtschaftstheorie. By GERHARD 
STAVENHAGEN. Géttingen. Vandenhoeck & 
Ruprecht, 1951. Pp. 32¢. DM. 19.50 


It would be naive to re "ir* every historian 
uf economic thought to free himself fully of the 
letters of national prejudice. The secular bal- 
ance sheets which he is s»pposed to draw up 
may approach objectivity, but they rarely reach 
it. Even to a cosmopolitan mind the accom- 
»lishments of teachers and predecessors may 
loom larger and thus may seem to deserve more 
credit than those of foreign writers of equal 
caliber. Yet the presence of a slight national 
bias does not greatly impair the value of studies 
pursued as thoroughly as is Stavenhagen’s 
book. The author’s over- and understatements, 
which occur from time to time, can be easily cor- 
rected by consulting rival works. 

Stronger objections may be raised from a dif- 
ferent angle. He treats the earlier stages of eco- 
nomic reasoning in such summary fashion that 
to call his work a “history”’ of economic thought 
seems unwarranted. There may be good rea- 
sons, of course, for neglecting those germs of 
economic thought imbedded in the philosophy, 
ethics, and political science of antiquity and the 
Middle Ages and for taking the sixteenth cen- 
tury as a general point of departure. Yet the 
two sections on the mercantilists and the physi- 
ocrats are both too short and too elementary to 
serve the purpose of an introduction. Another 
deficiency is more serious. Since modern eco- 
nomics is still under the spell of concepts and 
principles advanced by the founding fathers of 
our science, the classical system should have 
been examined with particular care. Unfortu- 
nately, this part of Stavenhagen’s analysis is not 
accurate throughout. Few economists will agree, 
for instance, with the propositions that the clas- 
sicists adoj,ted the physiocratic conception of 
“economics laws’ (p. 49); that, according to 
Ricardo, real wages remained unchanged in the 
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long run (p. 37); and that John Stuart Mill 
should be credited with the concept of marginal 
costs (p. 38). Stavenhagen’s picture of the clas- 
sical school is also fragmentary. It ignores, for 
instance, the spadework done by Ricardo in his 
analysis of the time element. 

Some of these and similar objections, how- 
ever, would appear immaterial if in a preface 
(which, astonishingly, is missing) the reader had 
been informed that the aim and scope of the 
book differ from the conventional pattern of a 
history of economic thought. It consists chiefly 
of a paraphrase and criticism of more recent dis- 
cussions, selected from two points of view. 
While one series of chapters deals with general 
types of modern economic theory—in other 
words, with the subject and methodology of 
some present-day schools of thought—a second 
series surveys the evolution of more specific 
doctrines. Within the first group, great atten- 
tion is given to the German historical school and 
to marginalism, but mathematical economics, 
universalism, and the neoclassicism of Gustav 
Cassel have also been carefully appraised. The 
second group impresses us by the great variety 
of its topics. A discussion of recent explanations 
of price determination and market structure is 
followed by more or less independent essays on 
modern theories of money, location, interna- 
tional trade, and business cycles. Most of those 
scattered studies will be highly valuable to 
readers unfamiliar with the Continental Euro 
pean literature of economics. The many biblio- 
graphical hints will be particularly welcomed 

Whether the cost of printing or a personal 
predilection of the author has been responsible 
for the extreme condensation of the material 
under review is not our concern. It should be 
mentioned, however, that the book is over- 
loaded and does not make easy reading. Future 
editions would gain by the occasional insertion 
of an illuminating example and by suspending 
the unconditional hostility against charts and 
diagrams. 

Fritz KARL MANN 
American University 


Bertihmte Denkfehler der Nationaldkonomie. By 
Ernst WAGEMANN. Bern: A. Francke, 1951. 
Pp. 272. Sw. fr. 10.50. 


Unfortunately, this book does not exploit the 
full possibilities of its fascinating and provoca- 
tive title. Dr. Wagemann, who is now director 
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general of the Institute of Economics at the 
University of Chile, promises great things in the 
He says that mistakes in thought 
cannot be simply thrown out as weeds and 
poison, because erroneous ideas also have good 


Foreword 


There have been four 
major defects in economic thought: individual- 
ism has been stressed, collective phenomena 
have been neglected; the one cause—one effect 
relationship has been overemphasized (mon- 
ism); economic principles have been developed 
without sufficient regard to the time, place, and 
order to which they apply; and, finally, eco- 
nomic magnitudes have been disregarded. This 
framework is simple; it can be found clearly 
only in the Table of Contents. The book hangs 
loosely on this framework, and the reader can- 
not escape the feeling that the author uses it 
largely as an outlet for discourse upon all his 
favorite topics, some of which seem only re- 
motely connected to famous “Denkfehler.” 

ut of the maze there do emerge a few cen- 
tral ideas. The classical economists made two 
fundamental errors in thinking. The first was 
the overemphasis upon the individualist nature 
of man. Society and the state are organic, and it 
is to the credit of Adam Miiller and the German 
historical school that they cleared this point up. 
There is a collective consciousness, and the 
whole is not equal to the sum of its parts. We 
are never precisely told, however, how this col- 
lective consciousness is realized or determined 
when questions of policy arise Ihe seconfseyror 
was the assumption that man acts rationally? 
rhe classicists transformed Homo sapiens into 
Homo economicus with grave results. Man is 
really motivated by three great principles, only 
one of which is the rational. The other two are 
the traditional and the virtual. The world makes 
real progress only when the virtual principle is 
in the ascendancy, when men love the gambling 
and game nature of activity enough to take 
chances of loss. The rational and the virtual 
principle replace each other cyclically. The phe- 
nomena of cyclical change pervade most of life, 
and economic thought has been deficient in as 
suming continuous change in one direction 

The theoretical foundations are weak but 
happily do not disturb the discussion in a great 
part of the book. The author simply does not 
understand marginal analysis. His acquaintance 
with English writers is not detailed. Ricardo is 
confused with J. S. Mill at one point; Jevons is 
misquoted; and the discussion of the economic 
man badly needs a dose of Wicksteed. 


and bad consequences 
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The book is stimulating in the discussion of 
many particular topics. There is no special 
pleading; the author seems Schumpeterian in 
his acceptance of the swings in the social and 
economic pendulums. There are some interest- 
ing discussions of relations between economic 
thought and the various art forms and some 
thought-provoking, if somewhat grandiose, clas- 
sifications of economic systems both in time and 
in space 

J. M. Bucanan 
Florida State L'niversity 


Index Numbers. By Bruce D. Mupcett. New 
York: John Wiley & Sons, Inc., 1951. Pp 
x+135. $3.00. 


Professor Mudgett’s book is arranged in two 
parts: Part I, ““The Measurement of Price and 
Quantity Change,” and Part II, “Current Con- 
struction Methods and Their Shortcomings.” 
Part I brings together outstanding points in the 
history of indexes, then discusses ‘“‘measure- 
ment” and critically describes several formulas. 

The reader may feel that the seven chapters 
in Part I do not show very clear progress toward 
their goal. Nevertheless, they take up in succes- 
sion many of the central problems of index- 
number construction. They might benefit, in the 
eyes of some general economists, by further 
treatment of index-number _ interpretation. 
That, however, might contribute little to the 
author’s objective. 

The three chapters of Part II are devoted to 
the history and characteristics of the two prin- 
cipal indexes of the Bureau of Labor Statistics, 
instead of covering the subject indicated by the 
title. 

The apparent chief objective of the book is 
seen in the following passage: “It is my view . 
that fixed weights are the greatest weakness of 
modern indexes, and one purpose of the follow- 
ing pages is to show that a basic analysis of the 
problem of index number measurements leads 
infallibly to this conclusion” (p. 6). And the 
core of this view may be right. Actually, the au- 
thor “shows” this weakness of fixed weights 
(and fixed bases), however, only by stating it 
and similarly by stating the superiority of chain 
indexes. 

A basic reason for the discussion, of course, is 
the lack of fixed points of reference by which to 
judge the accuracy of these two methods. This 
fact puts Mudgett (and also each writer whom 


he criticizes) in the position of an advocate, who 
proclaims and pleads, but does not very satisfac- 
torily demonstrate, the correctness of his view 
About as close as he comes to proof is the im- 
plied point that his claim cannot be disproved 
(pp. 75-76). This will convince few critics. To be 
convinced, one must accept the author’s sup- 
porting assumptions, and a skeptical mind may 
see in these assumptions, too, the appeal of an 
advocate 

Acceptance of the book as a plea for chain in- 
dexes makes it more understandable and appeal- 
ing, although numerous careless statements may 
weaken the case. To illustrate, some experienced 
students will question that Irving Fisher’s “un 
qualified error’’ (p. 77) in holding a cumulative 
error to exist in the chain system but not in the 
fixed-base system was, in fact, unqualified; the 
claim (p. 76) that the chain index cannot have a 
cumulative error “unless it is also true that the 
fixed-base index is correct” is doubtful; and the 
statement (p. 4) that “particularly today, with 
many of the most important indexes constructed 
by government bureaus, severe criticism may be 
needed to force change in estublished and ac- 
cepted methods” may appear to resemble a popu- 
lar shibboleth more than a scientific observa- 
tion. 

The chief value of the book, as the author 
undoubtedly intended, is its review of the com- 
parison of chain and fixed-base (and fixed- 
weight) systems. The role of index numbers has 
become stupendous, and the general economist 
can profitably invest the effort to follow Mudg- 
ett’s discussion through with independent 
judgment. 

C. DonaLp JACKSON 
Washington, D.C. 


La Monnaie. By Rosert Mossf. Paris. Li- 
brairie Marce! Riviére et Cie, 1950. Pp. 207 
Fr. 450 

Problémes monétaires contemporains. By 
CHARLES BETTELHEIM ef al. Paris: Librairie 
Armand Colin, 1951. Pp. xii+179. 


La Monnaie is the first volume of an am- 
bitious series that will attempt to sketch the 
evolution of our economic knowledge during the 
last fifty years. Robert Mossé, professor of po- 
litical economy, University of Grenoble, and 
formerly with the United Nations, is the author. 
Aiding him are Professor Howard S. Ellis, who 
has written a general introduction to the series, 
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Professor Luigi Federici, of the University of 
Modena, and Robert Tritiin, of ECA, who have 
commented on the main body of the text 
Mossé's contributions include, besides an intro- 
duction and conclusion, four chapters and a 
bibliography. 

Mossé traces recent monetary history and 
theory, discusses certain theoretical controver- 
sies concerning the nature and value of money 
and its forms and functions, and gives some at 
tention to the problem of statistical measure 
ment: He is concerned with the action of money 
and the various conceptions of the effect that 
monetary changes have on an economy. There 
is an attempt made to re-establish the contact 
that Mossé feels has been lost between theory 
and practice. His main conclusion is that the 
task of economic knowledge is to analyze more 
closely the conditions under which decisions 
concerning monetary policy are made 

[he book stresses the study of institutions 
and man’s relationship vo them. In this respect 
Mossé errs, I think, by making the implicit as- 
sumption, too common to writers of the “insti- 
tutionalist’’ school, that no one else has ever 
been concerned with that problem. In fact, 
every serious student of economics has long 
known that man, his institutions, and his the 
ories are all of a piece. 

The commentators do not make any substan- 
tial contribution. Federici’s observations are 
primarily a well-known defense of some of the 
older ideas which Mossé has dismissed. He has 
an unfavorable opinion of current monetary the 
ories of Keynesian origin and feels that a mod- 
ern interpretation of classical theories, particu 
larly Fisher’s development, can be useful. Trif- 
fin’s most significant point is that Mossé neg 
lected almost all discussion of the international 
aspects of money because a succeeding volume 
would be devoted to that question. The loss to 
this volume is obvious 

There is an excellent annotated bibliography 
of over one hundred books in five languages. 

Problémes monétaires contemporains is a use 
ful collection of eleven articles that have ap- 
peared in the Revue économique. It is introduced 
by Professor Emil James, of the University of 
Paris. The articles fall into two groups. The first 
five are primarily descriptive studies by J. G 
Merigot and P. Coulbois, Leon H. Dupriez, 
J. L. Guglielmi, M. Mitzakis, and Charles Bet- 
telheim. These contributions discuss, respec 
tively, French, Belgian, British, West German, 
and Soviet monetary developments since the 
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second World War. While the theoretical as- 
pects of the problems involved are not neg- 
lected, in most cases only the more obvious con- 
clusions are drawn. The summaries of develop- 
ments are of interest because they are well writ- 
ten and carefully thought out. Their point of 
view, differing in emphasis from that of their 
Anglo-Saxon colleagues, could be instructive 
and illuminating 
The other six articles, more theoretical, are of 
unequal value. J. Boudeville writes on foreign 
trade, national income, and devaluation; 
A. Sauvy on economic biology and the tax 
on money that inflation brings. A. Bacon-Gibod 
discusses the ebb and flow of bank notes with 
respect to the balance sheet of the Bank of 
France. J. Denizet tackles the problem of the 
money market and the business cycle, while 
4. Marchal discusses the Swedish contribution 
in general and Myrdal’s particular contribution 
of “monetary equilibrium” to contemporary 
economic theory. Finally, H. Guitton reviews 
briefly Aftalion’s La Valeur de la monnate dans 
l'économie contemporaine 
The book has some misprints and no index 
It suffers a bit from lack of unity. In spite of 
these minor faults, it is recommended particu 
larly to those who seek concise statements on 
specific problems 
PeTreR R. SENS 


Pennsyleania Stale College 


By WILHELM ABEL. GOttingen 
Vandenhoeck & Ruprecht, to51. Pp 
DM So 


rhis book is Volume XI of the new German 
“Eneyvelopedia of the Social Sciences” (Grun 
driss der Sozialwissenschaft), edited by R. Schae 
der and associates, among whom the late J. A 
Schumpeter, of Harvard University, was of par 
ticular renown. Professor Wilhelm Abel, of Gét 
tingen University, has compressed into 420 
pages a most ambitious treatise of the total 
range of his vast subject, agricultural policy 
Yet the book bears the wrong title. It should be 
called “German Agricultural Policy,’’ because 
it is confined almost exclusively to German 
agrarian problems and historical solutions and 
depends almost exclusively on German sources 
in its citation of literature 

rhis does not, however, detract from the in 
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terest of the book for American students of the 
subject. In Germany “Agrarpolitik” has been 
staked out by agreement among leading scholars 
as a subject for social-science study and teach- 
ing ever since the latter part of the nineteenth 
century. The term and subject are a German 
importation of relatively recent vintage in 
American colleges of agriculture. This book re- 
veals the full scope of traditional German 
Agrarpolitik. Its range is extraordinary: an ab- 
breviated history of agricultural policy (15 pp.); 
a history of the academic teaching of Agrarpoli- 
tik (7 pp.); rural sociological problems, such as 
education, the political organization of agricul 
ture, and agricultural administration in govern- 
ment (40 pp.); farm-labor institutions and law 
in Germany (27 pp.); farm property, land ten- 
ure, land distribution and competition between 
size groups, land reclamation, and consolidation 
of property (22 pp.); farm credit and finance (30 
pp.); farm production and its public planning 
(42 pp.); and, finally, the agricultural market, 
price formation, and price and market policies 
(92 pp.). 

With so vast a sweep over the area, it is in 
evitable that the subject could have been 
treated evenly only by dealing deductively with 
the main problems in their major core and by 
showing the possible solution in outline. This, 
however, is not the line the author has chosen 
rhe book is replete with specifically detailed 
records of German institutional and functional 
approaches to agricultural problems, some even 
reaching into the period between 1945 and 1950. 
Inevitably, this leads to an imbalance between 
the treatment of principles and pragmatic ex 
amples and between broad areas painted with a 
wide brush and others in Persian miniature 
style 

Yet the student of the subject learns here 
what in Germany has been traditionally consid 
ered to be Agrarpolitik, and he finds interesting 
descriptions of functional and institutional ap 
proaches by the Third Reich to production and 
marketing policy 

Otherwise, one cannot rate this book as a 
major contribution to the fascinating and chal- 
lenging subject. It is too ambitious and yet not 
ambitious enough. But it would take more than 
a genius to do justice to this subject within 420 
pages of text 

KARL BRANDT 
Stanford University 


Natives et marchandises @ l'entrée du port de 
Livourne (1547-1611). By FERNAND BRAv- 
DEL and RucGciero Romano. Paris: Li- 
brairie Armand Colin, 1951. Pp. 125. (Vol. I 
of Ecole pratique des Hautes-Etudes, VI* 
Section, “Collection ports, routes, et trafics,”’ 
edited by F. BRAUDEL.) 


This is a large footnote to Braudel’s synthe 
sis (La Méditerranée ... Philippe 11). Later vol 
umes in the “Collection” promise to be of simi 
lar nature; Braudel explains the project here 
(pp. 8-9). Scholars should expect the project to 
be continuously of influence in these fields if it 
goes on as proposed 

Romano's research was primarily upon the 
three known surviving series of the portate 
These are Leghorn Customs Office inventories 
of incoming cargoes for the years 1547-68 (very 
incomplete), 1573-93, and 1594-1611 (frag- 
mentary). He used French and other Italian 
consular reports on volume of shipping, state of 
business, and ship registration. In chapter ii he 
reconstructs the “Geography of Leghorn Im 
ports” for the three periods covered by the sur- 
viving portate. This is the chapter which is all 
research findings and will most interest other re- 
searchers. Save for French sources, no other for- 
eign materials, either sources or secondary pub- 


lications, have been used. But what Romano — 


presents is prepared to be used by those inter- 
ested in other countries. For the periods docu- 
mented by the portate these analyses cover Ra- 
gusa, the eastern Mediterranean, North Africa, 
Genoa, Marseilles, Alicante and Cadiz-Seville, 
Lagos and Lisbon, London and Amsterdam, and 
the Hanseatic ports. The items in the cargo lists 
reflect still more remote currents of trade, as 
well as the manufactures of other European 
lands. 

The flow of merchandise in and out on flotil 
las of small ships serving the Tyrrhenian Sea 
and the service of Leghorn to the producers and 
consumers of its hinterland are well described 
hese activities did not primarily rest on poli 
cies favoring the immigration of strangers or on 
policies favoring their merchandise 

According to Romano, Leghorn jumped into 
real importance when Italian crop failures, be 
ginning in 1590-91, made it a great grain port 


The new supplies came from northern Europe, 
and soon most came in northern ships. From 
then on, Leghorn was “made.”” By then the 
basic constructions 


harbor, canal to the Arno, 


city housing, and government buildings—car 
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ried on over the preceding fifty vears, were pre 
pared to carry the load. The little port, holding 
in 1601 about five thousand souls, not counting 
Turkish and galley slaves, was ready after that 
to profit from policies favoring foreigners and 
their goods. The synagogue was opened in 1593 

Tabular and graphic summaries of the data 
furnished by the portate are offered on pages 
98-122. These are preceded by instructions for 
their use (pp. 77-97). The author is entirels 
aware of the weakness of the data on which 
these summaries rest. They are supplied as aids 
for other researchers. I am not in a position to 
check their accuracy, but the candid appraisa! of 
their shortcomings by the author himself af 
fords reassurance 

Ropert L. 

University of Wisconsin 


By 
Basil 


Coastwise Shipping and the Small Ports 
P. Forp and J. A. Bounn. Oxford 
Blackwell, 1951. Pp. 52. ros. 6d 


The authors set out to study the place of the 
coast wise trade and the small ports in the trans 
portation system of Great Britain. This work 
they regard as preliminary to much further in 
vestigation of the economics of coastwise ship 
ping. This book consists primarily of the results 
of a statistical study by machine methods of the 
coastwise traffic pattern for 1948. Finding the 
official returns inadequate, they have used the 
original record for each entry and each de 
parture. 

They have, therefore, produced a statistical 
picture of the outward and inward traffic by 
commodities, destination, and origins for each 
important port or cluster of ports; of the traffic 
densities all around the coasts of Great Britain, 
of the details of the coal, cement, clay, stone, 
sand, chalk, slate, and scrap trades; of the 
lengths of hau! and ton-mileage; and of the 
functions of the smaller ports. The overwhelm 
ing importance of the coal trade is clearly 
shown, amounting to 7.639 million ton-miles out 
of 8.796 million ton-miles. The study is re 
stricted to dry-cargo tramps of over 100 gross 
tons and thus excludes the liner traffic, which is 
believed to be small, and the tanker business 

The statistical work has been well done and 
has been summarized in several interesting 
tables and one very good map of traffic density 
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The presentation is, however, rather uninterest- 
ing. In particular, one looks in vain for an analy- 
sis setting forth the place of coastwise shipping 
and the economics of its traffic flow. This is in 
deed, as the writers state, a collection of useful 
data, but not much more 


Joun G. B. Hurcutns 
Cornell University 


Coffee, Tea, and Cocoa. By V. D. Wick1zer 
Stanford, Calif.: Stanford University Press, 
1951. Pp. xili+497. $5.00 
( offee, Tea, and Cocoa is the first volume ina 

series entitled “Food, Agriculture, and World 

War II” of the Food Research Institute at Stan- 

ford University. Its scope embraces a much 

longer period than that of World War IT. It con- 
tains a wealth of statistical and other informa- 
tion on production, trade, and consumption for 

prewar and postwar years. The first chapter is a 

concise, effective statement of the importance of 

coffee, tea, and cocoa as world commodities. 

Parts I, II, and III, nearly three-fourths of the 

volume, analyze for coffee, tea, and cocoa, re- 

spectively, the development of the industry, as- 
pects of production, preparation, and market- 
ing, wartime developments, and the postwar sit- 
uation, problems, and prospects. Part IV ana- 
lyzes for these beverages as a group the trends 
of “demand, consumption, and competition,” 
postwar problems of production, and the evolu- 
tion in tropical crop production 

rhe treatise is primarily an analysis of the 
political actions and economic conditions that 
influenced production, exports, imports, and 
consumption of these important world bever- 
ages prior to World War II, during the war, and 
in postwar vears. The many various schemes or 
measures to control production, trade, and con- 
sumption and their influence are effectively pre- 
sented. The economic conditions of production 

(costs of production), especially for coffee and 

cocoa, are less effectively presented, owing in 

large part to lack of reliable data. Although they 
are mentioned here and there, little space is de 
voted to the effects of the physical conditions of 
production surface features, soils, soil erosion 
and abandonment, temperature, precipitation, 
pests, and diseases. With respect to physical 
conditions, one must take exception to the state- 
ment (p. 383) that “they [coffee, tea, and cocoa] 


sometimes compete for land.”” No important 
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producing district of one of them 1s a significant 
producer of either of the others 

The surpluses of these commodities of pre- 
war and early war vears have disappeared; the 
industries are now largely on a year-to-year 
basis; costs of production, various tax and other 
levies, and prices to consumers are up. Although 
prewar and wartime regulations and controls 
have been modified, governmental regulation of 
the industries is not likely to diminish greatly. 
Producers are in a much stronger position than 
they were before the war. Far-reaching political 
and social changes taking place in the producing 
regions may vitally affect the coffee, tea, and 
cocoa economies. Possibilities for much larger 
consumption exist but, in all probability, will 
not be realized with greatly increased prices to 
the consumer. In production, preparation for 
market, and merchandising, each of the indus- 
tries faces technological improvements and ad- 
justments, some long overdue. ‘Traditional 
methods of cultivation are proving | isufficiently 
adaptable to meet the requiremen‘s of Western 
demand. Production is tending to decline.” 
Whether the commercial plantation-type agri- 
culture or the government-owned and operated 
corporation or a commercial peasant-type agri- 
culture is, in the years to come, to provide the 
coffee, tea, and, to a less extent, the cocoa for 
the great markets of western Europe and North 
America, few will venture to forecast. Yet it 
seems certain that, if future production is to 
depend largely upon the peasant farmer, “as 
many believe, the development of peasant-type 
agriculture must proceed much more rapidly 
than it has in the past.” 

In the volume these and other trends and de- 
velopments are clearly presented and supported 
by abundant evidence. Sixteen simple but ef- 
fective graphs and twelve maps supplement the 
textual materials. This study of the economic 
conditions and political measures that have 
been, and are now, influencing the coffee, tea, 
and cocoa industries contains enlightenment for 
the economist, political scientist, geographer, 
student of international relations, and manufac- 
turer-distributor of these products 


CLARENCE F. Joxes 
Northwestern University 


Le Commerce du royaume de Naples avec la 
France et les pays de l’ Adriatique au XVIII* 
stécle. By Rucoirro Romano. Paris: Li- 
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brairie Armand Colin, 1951. Pp. 96. (Vol. IIT 
of F. Braudel’s “Collection ports, routes, et 
trafics.”’) 


These are two quite separate research re- 
ports, drawn together in a brief conclusion (pp. 
92-94). In these last pages the author maintains 
that his two essays demonstrate a lively and 
growing native Neapolitan (two Sicilies) ship- 
ping, producing, and merchandising activity, 
after the Bourbons took over in 1734 and espe- 
cially late in the period before the French Revo- 
lution. He argues that a merchant class and 
probably an even balance of trade were both to 
be found. These are his major revisionist con- 
clusions. 

The first essay concerns the trade with 
France from 1734 to 1806. Romano relies chiefly 
upon French governmental and business sources 
(consular reports, proposals for negotiations), 
upon a few Leghorn and other Italian docu- 
ments, and to a small degree upon studies of the 
Naples materials printed before the Neapolitan 
archives were destroyed in 1943. His sources are 
not complete or continuous, but from them he 
reconstructs the picture of the licet trade be- 
tween the Kingdom (chiefly Naples) and France 
(chiefly Marseilles and Provence) for various 
periods within his time limits. 

The general picture is this. France had a 
“favorable” balance of trade with Najd¢es up to 
mid-century. After that time French exports 
were stable. However, there was a very large 
increase in the shipment of oil and other mate- 
rials for French manufactures after the Seven 
Years’ War, and Naples’ balance became 
strongly “‘favorable.”” A large development of 
cotton-growing during the Napoleonic period 
further favored Naples’ export balance. Early in 
the century Neapolitan shipping was negligible; 
it rapidly grew in importance. Partly this may 
have come from changes of registry; but truly 
native sailors, captains, and owners become 
steadily more numerous and active. Much of the 
distribution of goods imported from France was 
handled through the annual fair at Salerno, 
with the Aversa fair also important. 

There is a considerable section devoted to 
smuggling, false registry, official corruption, and 
like matters. Romano stresses the importance of 
these factors, as well as the impossibility of sta- 
tistically weighing their importance. His case 
histories are as lively as any we have from pre- 
Revolutionary Boston (pp. 52-60). 

The second study is valuable for the light it 
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history as a great port and the first two genera 
tions of Trieste’s development. There are indi 
cations that Venetian aristocrats were not 
wholly to blame, by sloth and lack of adaptabil 
itv, for their city’s decline. Turks overseas and 
Hapsburgs nearer home killed Venice; the latter 
were perhaps the more thoroughgoing 

Rowano gives many useful side details 
touching fairs and marketing, coastwise trade in 
small boats, and the policies of the Papal States, 
in the eighteenth century. In the Adriatic, as in 
the Tyrrhenian Sea, the Neapolitans were doing 
more and more of the business down to 1797 


Ropert L. 
University of Wisconsin 


The Economic Development of Guatemala: Report 
of a Mission Sponsored by the International 
Bank for Reconstruction and Derelopment in 
Collaboration with the Government of Guate 
mala. Washington, 1951. Pp. xviii+305 
$5.00 


Americans, who are indirectly the principal 
stockholders of the IBRD, must applaud the 
bank's healthy curiosity concerning the sol 
vency of prospective borrowers. In Guatemala's 
case the government invited the bank to survey 
the nation’s prospects for economic develop 
ment and to prepare plans for long-range financ 
ing. The Economic Development of Guatemala is 
the report of a mission, headed by G. E. Brit 
nell, of the University of Saskatchewan, which 
worked in Guatemala during the summer of 
1950 

Appropriately, the most thorough portions of 
the report deal with agriculture and transporta 
tion. Since Guatemala lacks virtually all the re 
quirements for integrated industrialization, 
hopes of raising national income and improving 
the standard of living depend upon increased 
productivity in agriculture. The defects of the 
transport system, which accentuate the physi 
cal, social, and political barriers to the proper 
allocation of resources, constitute one of the 
main obstacles to improvement in farming, 
grazing, and forest utilization. The dearth of 
roads and means of communication stands in 
the way of migration and the resettlement of 
large groups of the indigenous population, which 
the mission recognizes as a prerequisite for 
eradicating the blight of subsistence farming on 
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the overcropped and densely populated high- 
lands 
Three investment programs are offered for 
Guatemala’s six-year plan (1951-57). The “op- 
timum"’ program recommends foreign loans of 
$20.6 million to supplement domestic invest- 
ment funds of $41.6 million. A “reduced” pro- 
gram cuts foreign loans to $14 million, while a 
_ “pay-as-you-go” plan presupposes no help from 
abroad. In all cases increased exports of coffee, 
made possible by better methods of cultivation, 
are counted on to furnish the dollars needed to 
service loans or pay for imports of capital goods 
In general, this report escapes the pitfall of 
unguarded optimism which often characterizes 
the work of foreign experts invited to criticize 
the wavs of life of a friendly neighbor. Occa 
sional lapses of information, while not detract- 
ing seriously from the appraisal of Guatemala’s 
economic plight, suggest undue haste in com- 
pleting the field work. The only shoe factory in 
Guatemala City is required by law to export its 
entire output, “apparently,”’ according to the 
mission, “to avoid competition with inefficient 
hand here is no doubt about it 
When the government, in 1949, authorized the 
firm to produce cheap footwear for the ninety 
five Guatemalans in one hundred who go un 
shod, the masters and journeymen staged a sit- 
down strike until the authorization was with 
drawn. A wider acquaintance with Guatemalan 
economic literature than is revealed by infre 
quent footnotes might have furnished answers 
to other questions which puzzled the experts. 


workers 


Ropert S. SMITH 
Duke University 


Der Standort der schwetzerischen Industrie unter 
hesonderer Berticksichtigung von Sinn und 
Waglichkett seiner schweisertschen Standorts- 
polititk. By Prrer (“Staatswis 
senschaftliche Studien,” Neue Folge, Vol 
VIIL) Bern: A. Francke Verlag, tos1. Pp. 


Sw. fr. 16 


Sandwiched between two statistical parts, 
which form the real purpose of the volume, is a 
brief theoretical discussion, first, of why the de- 
sirable location of a firm may deviate from the 
id, of why there is a need for de- 
liberate location policy by the state (which in 
this context means the federal rather than state 
or local governments); and, third, of what poli 
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cies are open and promise success to a demo- 
cratic federal state. The theoretical ex lanation 
of why an economically desirable location may 
differ from the one that the private interests of 
an individual entrepreneur might dictate is lim- 
ited to such statements as that the point of max- 
imum net gain and minimum cost need not coin 
cide as they should (?) or that the location is 
chosen in such a manner that profits are maxi 
mized in as short a time as possible, etc., which 
may or may not be the case and may or may not 
be relevant. For the major purpose of the book 
this theoretical discussion is not very important, 
because, in practice, extra-economic reasons are 
more important for state intervention than any 
disagreement between private and social cost 
One regrets, however, that the author has ap- 
parently not used Lésch’s Raumliche Ordnung, 
which would also have been useful for his discus- 
sion of location policy. Of the many possible lo- 
cation policies open to a democratic federal 
state, the author believes that, basically, only 
freight-rate schedules and taxation are efficient 
means of influencing location. 

The first part of the book gives a brief picture 
of the actual location of Swiss industry, together 
with a brief theoretical description (in terms of 
Weber’s “‘orientation’’) of the reasons for the 
particular location. It comes as no surprise that 
in a smal! country such as Switzerland large- 
scale industries are identical with export indus 
tries and that skilled labor and cheap electric 
power play a great role. 

In the final part the author attempts to iso 
late instances in which the private decisions of 
entrepreneurs have actually led to apparently 
wrong locations and to sketch actual cases in 
which a location policy might be desirable either 
to prevent future evils or to remedy existing 
ones, Since most data refer to the years of over 
employment after the war, when the number of 
persons looking for work in Switzerland was 
substantially smaller than the number of 0; en 
ings, the author finds only two cases: the air 
plane industry, a war baby, in the first place, 
which had been located in central Switzerland 
for extra-economic reasons; and the industry 
making woven materials for hats. Neither of 
them seems to justify any intervention. 

The author is most worried about potential 
further urbanization. It is here that his statistics 
are best and the theoretical basis perhaps weak- 
est. The author is particularly alarmed at the 
growth of the city of Zurich. But part of this 
growth is clearly purely statistical, being due to 
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substantial incorporations in the metropolitan 
area during the last two decades. Furthermore, 
it would be interesting to speculate as to 
whether the large recent growth of Zurich is con 
nected with Switzerland's being more and more 
surrounded by foreign tariff walls. It might be 
argued, for example, that, as long as European 
trade was reasonably free, Zurich was one of the 
cities like Munich or Strasbourg, which were 
smaller regional capitals (in Lésch’s terminol- 
ogy) centered toward the larger metropolitan 
cities like Berlin, Paris, or Vienna, but that now 
Zurich itself may develop into a metropolis. The 
question remains also both unasked and unan- 
swered as to whether the great increase in Swiss 
population between, say, 1900 and 1941, of 
which about four-fifths went into the cities, 
could have gone anywhere else without making 
agriculture hopelessly inefficient and overcrowd- 
ing the countryside 

WOLFGANG F. STOLPER 
University of Michigan 


The Letters of Theodore Roosevelt: The Square 
Deal, 1901-1905. Selected and edited by 
E. Morison, J. M. Brum, and Hope W. 
WIGGLESWORTH. 2 vols. Cambridge. Harvard 
University Press, 1951. Pp. xvi+1438. $20.00 
the set 


Ii the sports writers.or the admirers of Gen- 
eral Douglas MacArthur had not ruined the 
words, these two volumes might be said to rep- 
resent Theodore Roosevelt's “finest hour.” 
They carry him through the years of the vice- 
presidency, when he dallied with the idea of be- 
coming a professor of history or a lawyer, to a 
few months beyond his triumphant election “by 
majorities which astound me.”” Young and vig 
orous, he enjoyed the presidency and the 
White House with a gusto that has become 
legendary. As kingpin in America, he realized to 
overflowing his youthful resolution “to belong 
to the governing class, not to the governed”; 
and, though there are here hints aplenty of his 
future fallibility, the disappointments and 
bitterness of later years have not yet turned off 
the sunshine. For him Woodrow Wilson was still 
“a perfect trump.” 

It is now clearer than when I wrote my re- 
view of the earlier volumes (Journal of Political 
Economy, LIX, 546-47) that this collection of 
letters in its very nature limits the picture of 
their writer The exclusion of the public papers, 
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for instance, precludes a complete understand- 
ing of policy and program; and the editorial ef- 
forts to make good this deficiency, because they 
are often unrelated to the letters, have an air of 
interpretative unreality. On the other hand, the 
letters intensify our understanding of the Presi- 
dent’s personal versatility. Like Winston 
Churchill, whom Roosevelt almost but not 
quite resembled, he had the “roving eye.” He, 
hails the first work of Joseph Conrad; detects 
instructive parallels between himself and Lin- 
coln in the multivolumed biography by Nicolay 
and Hay; condemns flagstone walks in Rock 
Creek Park; and gives wise advice on a host of 
military details: naval gunnery, the proper color 
for army uniforms, and the cut of the soldier's 
blouse. On the one hand, he acts as nursemaid to 
the ineffable Bellamy Storer and assorted Rough 
Riders and, on the other, makes sure that Amer 

ica will be first in scholarship and at the North 
Pole 

More significantly, the letters give an ad 
mirable understanding of Roosevelt as an ad- 
ministrator and political workman. For he 
wanted to get things done, and he revealed how 
he did it. Though he shrieked of “lunatics” and 
“eunuchs,”’ these epithets were confined to the 
eves of intimates. Actually, he was patient and 
skilful with those who differed with him. He 
was a partisan—“It seems to me it would be a 
dreadful thing to have to live down being de 
scended from Vallandigham; and I should mor 
tally hate to have had men like Seymour or 
McClellan for ancestors’’—for only the party 
man was successful. On the larger aspects of his 
first administration, the letters on the Panama 
Canal do not add much to what we already 
know. In my estimation the sequence on the 
coal strike is the most illuminating. Roosevelt 
gropes toward a solution without dogmatism, 
tries every approach, and enlists key individ 
uals, avoids the extremism of abuse and prin 
ciple, and sees with foresight the remoter results 
of his success. The whole is capped with a long, 
retrospective letter to Winthrop M. Crane 
where the narrative already stiffens into the 
form of an official version. 

Roosevelt loved to live with danger. Per- 
haps, as George Santayana has observed in an- 
other connection, its presence lent excitement 
and importance to every act. Still this hardly 
seems enough to account for the horrors, almost 
Gothic in their extravagance, which Roosevelt is 
so constantly materializing. Perhaps the later 
letters will give a clearer clue as to the source of 


| 

3 
; 

| 
i= 
ts 
Re 
a 


210 


fears and the self-consciousness about 
These may be the reflections of some 


On the other hand, a man who 


these 
courage 


| ersonal trait 


had known from observation the squalor of the 
East Side, who walked a tightrope between 
“the Mammon of corporate corruption and the 
Belial of socialist agitation,” and succeeded to 
the presidency by the assassination of his prede 


cessor may have concluded with reason that the 
institutions of the republic were then more 
shaky than they 


torians 


have since seemed to his- 


C. KIRKLAND 
Bowdoin ( allege 


Michigan Copper and Boston Dollars. By WIL 
Gates, Jk. (“Harvard Studies in 
Economic History.”’) Cambridge: Harvard 


University Press, 1951. Pp. xiv+ 301. $5.00 


This is not only an economic history of cop- 
per mining in upper Michigan but also, to a con 
siderable degree, a business history of the larg 
est company there: Calumet and Hecla. The 
author “Too litthe economics has been 
used in approaching problems in economic his- 
tory,” and “the rewards from such application 
of theoretical tools are likely to take the form of 
much clearer insights into economic develop- 
ment and a much more meaningful over-all his 
torical picture’ (p ix). He repeatedly makes use 
of economic tools to advantage in analyzing 
pools, government price controls, the impact of 
technological change, and the reasons for the in 
Dr. Gates treats 
the Michigan copper industry in four phases 
birth, growth, maturity, and decline 

A century ago we lived in a wooden age. Only 


says 


dustry’s growth and decline 


such metals as iron and lead had much impor 
tance. Copper was not particularly significant. 
Its chief use was to sheathe ship bottoms: it 
waited on the coming of electricity 

Michigan's first copper-mining boom began 
The site was the finger-like Keweenaw 
peninsula, comprising three thousand square 
miles of land projecting northward into Lake 
Superior. The climate and living conditions were 
rugged, mining methods were primitive, and 
transportation, sometimes by dog sled, was dif 
ficult. The Soo Canal was not opened until 1855 
and was not very useful until 1862. On the other 
hand, the richness of the early ores and the near- 
ness of the Great Lakes were helpful Birth or 
infaney lasted until 1866. It saw the major dis 
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coveries, some technical advances, the weeding- 
out of the poor mines, and the early need for 
capital in the successful ones, for these Michigan 
lodes slanted downward rapidly. 

In the growth period, 1867-84, output quin- 
tupled, despite some financial difficulties. Mich- 
igan dominated the American copper market. 
Her mines produced from half to 95 per cent of 
all the American copper mined. Calumet and 
Hecla, a latecomer, with Boston management 
and capital, dominated the Michigan area. But 
there were troubles on the horizon. Competition 
from such far places as Arizona and Montana 
began to be felt. Rising wages and falling ore 
content sped the adoption of technological im- 
provement. Pools appeared. 

In the period of maturity, 1885-1918, the 
Michigan mines struggled for domestic and 
world leadership but lost. The opening of the 
Far West by more transcontinental railroads 
gave the copper mines there the advantage. Al- 
though Michigan’s output sextupled, her na- 
tional share fell to 12 per cent. To survive, the 
Michigan companies consolidated into four 
groups. They also controlled output, adopted 
improved methods, reworked forty years of tail- 
ings, relied on paternalism and an antiunion 
policy to keep a wage-level advantage, and prof- 
ited from wartime scarcities. Yet they failed to 
buy into Far Western mines, they made no new 
discoveries to replace exhausted mines, they had 
to compete for labor with iron mines and Far 
Western copper mines, and they enjoyed an 
ever smaller voice in national and international 
copper pools. 

Michigan’s peak year was 1916; thirty vears 
later she produced only one-seventh as much 
and but 5 per cent of the national total. Over 
half the mining population has moved away. 
The decline was cushioned by the prosperous 
1920's, but the depressed 1930’s brought tragic 
collapse. The highest relief load in the country 
was there. Calumet and Hecla, no longer a 
“blue-chip” company, has acquired its former 
Michigan rivals. It is in the lumber business, it 
encourages summer tourists, and, belatedly, it 
would like to invite other industries there. “The 
Michigan copper industry is dying hard but suc- 
cessfully ... while the fate of the community 
still hangs in the balance”’ (p. 187). 

Gates has given a scholarly economic analy- 
sis of the life-cycle of an industry. The book also 
contains some contemporary pictures, 37 pages 
of well-chosen statistics, 37 more of notes on 
sources, a glossary of copper-mining terms, and 


a good index. This is virtually a model study of 
its kind 

Donavp L. KEMMERER 
University of Illinois 


Urban Real Estate Markets: Characteristics and 
Financing. By ERNEst M. Fisner. New 
York: National Bureau of Economic Re 
search, 1951. Pp. 208. $3.00. 


An analysis of urban real estate markets in 
volves the relationship of many social sciences 
law, finance, urban geography, urban sociology, 
land economics, real estate, and business cycles 

to many diverse types of property in many 
cities. Real estate markets are local, affected by 
the varying economic fluctuations, the rate of 
family formation, and the rate of new building 
of each different community; for a building once 
erected, unlike an automobile, cannot be eco- 
nomically moved very far, and its value is gov- 
erned by its surroundings. Real estate markets 
are also vitally affected by national business 
cycles, changing federal monetary policies, the 
trend toward the welfare state, with rent con- 
trol, public housing, and government-guaran- 
teed loans. The interaction between all these 
forces in any local market is complex, and there 
are never complete data available for such an 
unstandardized commodity as real estate, no 
two parcels of which are identical, to enable a 
careful, scientifically controlled study to be 
made. Not only is the material at hand for the 
study of real estate markets fragmentary now, 
but there wil! be fewer statistics available in the 
future for analyzing long-term trends, as the old 
records of sales and building earnings in real 
estate offices are thrown away as having no cur- 
rent value. 

In this volume Dr. Fisher has first presented 
a careful analysis of the characteristics of pri- 
vate property and the instruments of real estate 
finance which is a summary of the law affecting 
real estate markets. 

The chapter on “The Market for Homes in 
Fee” shows the rising percentage of home 
ownership and the variations according to size 
of city. Characteristics of buyers’ and sellers’ 
markets are described. In showing price trends 
of homes, the median asking prices for existing 
family homes in Washington, D.C., are shown 
by months from 1918 to 1947 (Table 6). Instead 
of taking asking prices, which are higher than 
actual sales prices in a depression, of houses of 
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every kind and description, the actual sales 
prices of standardized houses in stable neighbor- 
hoods, such as five-room brick bungalows in 
Chicago or row houses in Philadelphia or Balti- 
more, should have been used to show the fluctu- 
ations in market prices. Such actual sales data 
can be secured for the period 1918 to 1951 in 
Chicago and Philadelphia. In any analysis of 
real estate markets careful consideration should 
be given not merely to recurring real estate 
cycles but to the effect of the changed national 
monetary policies and the possibility of a long 
run inflationary trend upon all values expressed 
in dollars 

In chapter iv, “Financing Home Ownership,,”’ 
the author discusses the percentage of homes 
mortgaged, the magnitude of mortgage debt, 
the sources of mortgage funds, the relation of 
mortgage payments to the buyers’ incomes, and 
the difference in down payments and amortiza- 
tion rates in buyers’ and sellers’ markets 

In chapter v, “The Market for Residential 
Leaseholds,”” Fisher discusses the residential 
rental market. He states that “the unavailability 
of reliable data on market changes makes it im- 
possible to give an adequate statistical demon 
stration of how the market responds to changing 
conditions of demand and supply” (p. 97). How 
ever, data are available in some cities for rents, 
hew construction, and residential vacancies 
since 1918. The author introduces data for 
Denver from 1930 to 1946 and for Cuyahoga 
County, Ohio, from 1932 to 1936, showing that 
vacancy rates are lower in single-family homes 
than in apartments during a depression. There 
is a good analysis of the economic effects of rent 
control 

In chapter vi Fisher describes briefly the 
leading examples of limited-dividend housing 
corporations and the fee ownership of housing 
projects by life insurance companies in recent 
years. 

In chapter vii, “Markets for Miscellaneous 
Types of Land and Improvements,” there is a 
discussion of the sale of subdivision lots, com 
mercial and office leasing, and the market for 
industrial land and buildings. The space allotted 
to these specialized topics is too limited to do 
justice to the subjects. In office buildings, data 
showing the relationship between new construc 
tion, vacancies, rents, net income, and operating 
expenses for the period 1918-51 can be secured 
for Chicago. For new construction, figures are 
available to show the square feet of new office 
buildings constructed in Chicago by years since 
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Perhaps a diligent search would reveal 
similar data for other cities 

In this volume Fisher has performed a useful 
service in bringing together scattered data on 


1572 


various aspects of different types of real estate 
markets. His work suggests the importance of 
searching the files of rea! estate offices and the 
records of building departments and recorders’ 


ofhces for records of sales, rents, incomes, new 
construction, and deeds recorded, so that the 
interaction of al! these factors can be shown in 


one or a number of real estate markets 


Homer Hovi 
( hicago, Illinois 


The Dynamics of a Labor Market. By CHARLES 
A. Myers and Grorce P. Suvitz. New 
York: Prentice-Hall, Inc., 1951. Pp. x+219 
$3.00 


This is a study of how workers sought new 
jobs, the job satisfactions they sought, and the 
changes in management and union policies 
which accompanied the partial shutdown in 
1948-49 of the largest mill in a “medium-sized 
New England community.”’ Data, summarized 
numerous tables and illustrated by many 
direct quotations, were obtained by interviews 
with two random samples of workers—the 
“quit-group,”’ which left the mill shortly after 
the shutdown announcement, and the larger 
to be discharged—and 

labor-union 


group which waited 
with 

For the most part, workers sought jobs by 
“informal” methods and usually took the first 
job they found. A minority, 


knew something of rates of pay or physical 


employers and officials. 


large however, 
characteristics or skills required in the new job, 
and the authors, like Reynolds and Shister,' 
regard workers’ behavior, from their own 
point of view, as “rational.”’ 

With respect to job satisfactions, the so 
called “economic factors,” particularly job 
security and wages, were more important than 
This contrasts with 
nonecenomic 


the human relations factors 
the relative importance of the 
factors to the manual workers of Reynolds and 
Shister’s study in a New England town in 1947 
when jobs were not scarce. The present authors 
conclude that the importance attached to var 
ious job factors is not the same for all workers 
and depends on “the total situation at the 


particular time’’ 132) 


t Job Horizons (New York, 1949 


The second section of the study analyzes in- 
plant effects of the shutdown. Job scarcity was 
“an effective brake on increases in wages under 
collective bargaining”; but, though many for- 
mer mill workers took lower-paying jobs, the 
unions granted no wage reductions. On the 
other hand, plant discipline was tightened, and 
the attitudes of employed workers generally 
“improved.” Thus wage costs of production, 
even though wage rates remained comparatively 
rigid, probably declined. 

The authors conclude that the “labor 
market concept, perhaps refined by considera- 
tion of several subclassifications, does help to 
explain worker and employer behavior” (p. 
200). “As job opportunities changed, workers, 
employers and unions acted in ways which are 
consistent with the market analysis developed 
by economists” (p. 204). 

Myers and Shultz describe their study as 
“additive,” which probably forestalls questions 
respecting the validity of generalizations based 
on a limited number of interviews in a single 
locality. The book invites comparisons with 
Reynolds and Shister’s study, and comparison 
is facilitated by the use in several tables of 
identical or similar categories. Reynolds and 
Shister pointed out the need for studies similar 
to theirs in order to “check” their results (op 
cit., p. 92). The present volume is, indeed, such 
a check and, in my opinion, particularly in its 
conclusions which bear on the validity of the 
economic concept of the labor market, a valu 
able corrective 

The ynderlying research appears to have 
been well planned; and the argumentation is 
convincing. Considering the importance of its 
conclusions, the section dealing with manage 
ment policies in the job-scarce market is rela 
tively compressed 

CW. Erroyasos 
Butler University 


Pressures on Wage Decisions. By Crorcr P 
SHuLtz. New York: John Wiley & 


1951. P,.. vii+142. $3.00 


ons, 


Phe study of “economic” labor market ; rob 
lems was characterized for many years by a 
between the so-called “empiricists”’ and 
” The em; iricists went about gather 

ing facts and figures with little or no regard to 
the analytic implications of the data; the the 
orists were busy solely with logical analysis, 
rarely inquiring whether their models had any 


schisn 
‘theorists 


if 
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relevance to the real labor market—-or ever 
would. In recent years, however, this gap has 
been significantly reduced, although far from 
completely closed, *.anks largely to the notice 
able increase o! we':-trained labor economists 
who merit vie label “social scientists’’ in the 
fullest sense of the word—they formulate hy 
potheses, they build logically consistent models, 
and they are constant!y attempting to test these 
formulations against the stubborn facts of real- 


ity. With this monograph, Professor Shultz fully 
qualifies for membership in this fraternity 

The monograph deals with the forces shaping 
the collective-wage-determination process in the 
Brockton (Massachusetts) shoe industry. The 
various chapters on the economics of the indus 


try, the employers’ association, the anatomy of 
the union, etc., are logically related, focus 
sharply on the problem at hand, and are suc 
cinctly written in 139 pages. Among the con 
tributions of this research study to our under 
standing of collective-wage determination, three 
are particularly noteworthy 

First, Shultz examines the determinants not 
only of so-called “general” (across-the-board) 
wage changes but also of adjustments in particu- 
lar wage rates which reorient the wage structure 
in the firm and the industry. The labor econo 
mist’s knowledge of the former is reasonably 
good, but the latter has been woefully neglected 
in the constructive analytic literature despite 
the importance of the wage structure for both 
the cost facets of the firm and the political facets 
of the union. The author’s careful and methodi 
cal probing of the forces that have fashioned the 
wage structure in the Brockton shoe industry is 
a most useful effort 

Second, the relevant roles of the “polities of 
the union” and the “economics of the firm” in 
collective-wage determination are clearly and 
sharply drawn by the author. In recent years it 
has been the academic vogue to emphasize one 
or the other of these forces as being all-impor 
tant in the final wage decision reached by the 
parties in the bargaining unit. While both of 
these extreme views have been wide of the mark, 
they have at least been useful in focusing atten 
tion on neglected elements of the problem in 
question. But now that the “public relations” 
aspect of such focusing is no longer needed, we 
must return to a proper scientific perspective 
This is exactly what Shultz has done—and with 
admirable success. He shows how the “ 
ic” and “political” factors interact in a variety 
of situations to yield specified results. The 
reader becomes fully aware that the role of each 
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of these factors will vary in accordance with the 
socioeconomic setting within which the decision 
is made 

Third, the author's analysis of the structure 
and operation of the given union (Brotherhood 
of Shoe and Allied Craftsmen) sheds consider 
able light on the decision-making process within 
labor And here again Shultz 
avoids parroting the facile generalizations that 


organizations 


have been espoused by so many students in the 
field. His careful analvsis of the available mate 
rial shows that so-called “universal generaliza 
tions” in this area of human behavior are either 
misleading or so broad as to be of little opera 
tional value 

One cannot logically argue, of course, that 
Schultz’s findings in the Brockton shoe industry 
are necessarily applicable to other bargaining 
units at other times. But, at the very least, 
manv of his findings will make useful starting 
hypotheses for further research into collective 
wage determination. And, where such research 
is attempted, the standards set by this case 
study should serve as a model for other investi 
gators 

JOSEPH SHISTER 

University of Buffalo 


The Danish System of Labor Relations: A Study 
in Industrial Peace. By WALTER GALENSON 
Cambridge: Harvard University Press, 1952 
Pp. xii¢+321. $4 50 


This work represents both the latest addition 
to the list of “Wertheim Fellowship Publica 
tions” and a companion volume to Lahor in 
Norway, published under the same auspices by 
Professor Galenson in 1949. Like its predeces 
sor, this second study in the field of Scandinavi 
an labor relations is competent, stimulating, and 
provocative. One finds it difficult, after a careful 
reading of the book, to disagree with the au 
thor’s conclusion that ‘Denmark has developed 
the most complete and best integrated system of 
settling contract disputes in all Europe, if not 
the world.”’ Certainly no more successful exper 
ence comes to mind 

As might be expected, such an eminently sat 
isfactory outcome has resulted from the for 
tunate conjuncture of diverse factors and devel 
opments. Historically, the gap between craft 
guilds and trade-unions, in terms of time as well 
as of structure and function, was much narrower 
in Denmark than in other countries. Danish 
guilds maintained their existence as going con- 
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cerns until the middle of the nineteenth century, 
and in fact their legal privileges were not abol- 
ished until 1862; whereas a permanent trade 
union movement had been established only 
twenty vears later and within another decade 
was strongly intrenched. Contrary to the con 
clusions of the Webbs in Britain, there were 
many evidences of guild influences reappearing 
in the Danish unions, as well as among the em- 
ployers’ associations which were springing up at 
the same time; and by no means the least of 
these influences manifested itself in the com- 
parative ease with which strong organization 
and centralized bargaining became mutually 
acceptable 

Thus the Danish Federation of Labor and the 
Danish Employers’ Association were both 
founded in 1898, and in the verv next year they 
signed the famous September Agreement, which 
is still in effect and which forms the foundation 
of the whole structure of Danish labor relations 
For many vears, the federation has spoken for 
an overwhelming proportion of all workers, and 
the association has wielded an equally dominat- 
ing influence among employers. 

\ll labor agreements expire on the same date, 
March 1, and the negotiations looking to their 
renewal are carefully prescribed. The weeks be 
tween December 1 and January 15 are devoted 
to local and regional bargaining; those between 
January 15 and February 15 to centralized ne 
gotiations, with each side represented by expert 
negotiators; and the next fortnight, if necessary, 
to hearings before the government mediator, 
who has developed great skill and finesse in 
working out proposals which neither the federa- 
tion nor the association can afford to reject. If 
he fails in this assignment, however, the final 
step, if required by threatened strikes or lock 
outs, is government intervention, which com- 
monly takes the form of enacting into legislation 
the rejected mediation proposal 

All disputes arising out of conflicting inter 
pretations of existing agreements, on the other 
hand, are settled by a network of ad hoc indus 
trial arbitration boards or by the respected and 
influential Labor Court, which has developed its 
own body of labor law and which makes final 
decisions, with no right of appeal to the regular 
courts 

The strikingly successful operation of this 
negotiating and mediating machinery, in terms 
of maintaining industrial peace, has been 
greatly aided, bevond doubt, by the fact that 
Denmark is a small nation of small industries, 
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with a large proportion of skilled craftsmen who 
make goods primarily for the domestic market 
Furthermore, there is the question of whether 
industrial peace has not been purchased at the 
expense of industrial initiative, growth, and 
progress. On balance, however, it seems reason- 
ably clear that, even if such a price has been 
paid, it has not been too high 


P. HoHMAN 


Nortirwestern University 


The Works and Correspondence of David Ricardo, 
Vol. IIL: Pamphlets and Papers, 1809-1811; 
Vol. IV: Pamphlets and Papers, 1815-1823. 
Edited by Piero SraFra. With the collabo- 
ration of M. H. Doss. New York: Cam- 
bridge University Press, 1951. Pp. viii+437; 
vi+422. $4.75 each. 


These volumes constitute two more mag- 
nificent specimens in the superbly edited series 
now issuing, at long last, from the hands of Mr. 
Sraffa and his collaborator, Mr. Dobb. The bulk 
of the material contained herein had, to be sure, 
been published previously. Most of the material 
originally published in Ricardo’s lifetime or 
after his death was reprinted, for example, in 
McCulloch’s edition of The Works of David 
Ricardo and Gonner’s Economic Essays by David 
Ricardo —although the latter omitted the Essay 
on the Funding System and the Plan for a Na- 
tional Bank on the ground that the two essays 
were “ephemeral in their interest’’—and the two 
sets of letters to the Morning Chronicle (II, 
13 ff., 129 ff.) had been reprinted by Hollander. 
Of the material not prepared for publication by 
Ricardo himself, three items included here (III, 
36 ff., 407 ff., IV, 321) had appeared in the 
Bonar-Hollander volume of Letters to Hutches 
Trower and Others, and a good part of the rest 
had appeared in the Hollander volume entitled 
Minor Papers on the Currency Question. 

In at least one notable case, however—that 
of Ricardo’s comments on Dumont’s French 
translation of Bentham’s papers on currency 
(111, 267 ff.)-the previous “publication"’ of 
material contained in these volumes was an 


‘{f am pleased to announce that Dr. Marget 
has agreed to write brief reviews of the present 
and the forthcoming volumes in this series and to 
give us his reflections on the entire collection in a 
review note or article when the tinal volume appears 

Ep.| 


event that, for the great majority of economists, 
might as well never have occurred. Indeed, even 
after the type had been set up for the editorial 
“Introductory Note’’ to these comments by 
Ricardo, the editors were prepared to say that 
the comments “are here j/ublished for the first 
time”’ (ili, 261). After the stage of page proof 
had been reached, the editors were forced to re 
port (III, 266) that Ricardo’s notes had already 
been published by E. Silberner in the Revue 
d'histoire économique et sociale, Volume XXV 
(1940). But this previous publication seems not 
tu have been noticed at the time by other than 
French economists; and, if others have had dif- 
ficulties comparable to those experienced by me 
in attempting to locate a copy of the French 
publication once his attention was called to it by 
the volumes under review, the present publica 
tion of the notes on Bentham amounts, for all 
practical purposes, to a “‘first.”’ 

In many of these cases of previous publica 
tion, moreover, the work was disfigured, as the 
present edition shows, by an inaccuracy which 
made them completely unreliable or by a form 
of presentation which very greatly reduced their 
usefulness. And, as in the case of Volumes I and 
II of the present edition, the inherent interest of 
the material presented is greatly enhanced by 
the editorial introductions and appendixes. The 
latter, in particular, have a special fascination 
as examples of the fine art of the literary detec- 
tive. It would be difficult, for instance, to match 
Sraffa’s performance in identifying the ‘ ‘Mr. 

———’ of the Bullion Report,”” whom Cannan 
and later writers, in blithe defiance of all rules of 
evidence, had suggested was probably “the 
great N. M. Rothschild.” Sraffa’s own solution 
of the mystery is as convincing as the story itself 
is romantic: the mysterious “Mr. —" was 
John Parish, Jr., a British merchant who was 
engaged in the secret and highly dangerous busi- 
ness of shuttling back and forth between Lon 
don and the Napoleon-dominated Continent in 
order to transmit the British subsidies to Aus 
tria and who lived to retire from business in 
1816, at the age of forty-two, with a large for- 
tune, an estate in Bohemia, and the title of 
baron conferred on him by the emperor of Aus- 
tria in recognition of his services (III, 427 ff.). 

Published here for the first time is a fragment 
on Torrensand one by Torrens on Ricardo, both 
found among the Mill-Ricardo papers (IV, 
309 ff.). Also from the Mill-Ricardo papers is an 
unfinished review of Blake’s Observations (IV, 
353 ff.); and, thanks to Professor Hayek's dis 
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covery of Ricardo’s annotated copy of Blake's 
pamphlet, we now have (IV, 327 ff.) the com 
ments by Ricardo, Blake's replies to which had 
been previously published by Hollander. Finally 
(likewise from the Mill-Ricardo papers) there is 
a complete rough draft and an unfinished later 
version of an essay which the editors have en 
titled “Absolute Value and Exchangeable 
Value” (IV, 361 ff.) 


ARTHUR W. Marcei 
Washington, DA 


American Capitalism. By Joun KENNETH Gal 
BRAITH. Boston: Houghton Mifflin Co., 1952 
Pp. xi+217. $3.00 


Galbraith’s American Capitalism is a bril 
liant work of synthesis as well as a development 
of new ideas. Groundwork for the book is “the 
insecurity of illusion” after 1945, when some 
businessmen and economists were tensely await 
ing breakdown of the American economy which 
never came. The organization is around two 
questions. Whence came the “insecurity’’? 
What made the expected breakdown a mere 
illusion’? 

Intellectual tension from shaken faith in the 
simple mode] of free competition was heightened 
by critical review of statistical records (Burns, 
Berle, Means, and TNEC) and refinements in 
theoretical analysis (Chamberlin, Robinson, 
and followers). Additional elements were crush 
ing facts of Great Depression’ and the 
Keynesian attack upon Say’s Law. This neat 
integration of classical theory with modern the 
ory and fact becomes the author’s explanation 
of “insecurity.” 

A new theme, woven with literary skill, 
makes neglected operating facts the explanation 
of the “illusion.” It is argued that shifts in com 
petition have brought about new relations of de 
velopmental research to scale of business 
(Schumpeter). ‘Wastes of distribution”’ are ex 
plained as a function of comparative wealth 
Neither technical development nor wealth dif- 
ferential alone, however, created an “illusion.” 
This mirage grew out of failure to recognize the 
great importance of “countervailing power.”’ 
The theory of countervailing power is that de 
cline of competition generated new restraints on 
private powers. In contrast to sellers’ competi 
tion of the simple mode] these appear “on the 
other side of the market in the behavior of cus 
tomers and suppliers.”’ 
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transforming taxation to fiscal policy, 


nes made control an active government 


Galbraith now expands government 


to make “support of countervailing 


inction 
functions 
power perhaps the major peacetime func 


tion of the federal government.’ Government 
may strengthen “countervailing power” while 
leaving “‘decentralized decision over the direc 

tion of production in private hands.” 

Unfortunately, factors tending to make fiscal 
measures break down under inflation also dilute 
countervailing power. Inflation is the great dan 
ger, because “the scope of decentralized decision 
becomes substantially narrowed.’ The book 
must therefore close with the note that “‘infla 
tionary tensions are capable of bringing a major 
revision in American Capitalism.”’ 

Not all readers will greet this volume with 
equal enthusiasm. Some will be disturbed by 
sharp breaks with tradition, and others may be 
worried by bold conclusions founded on evi 
dence not presented in detail 

More 
whether apparent “countervailing power’’ may 
¥ power under circumstances 


serious, however, is the question 
be growth of ne 
that limit “original” private power only slightly 
if, indeed, at all. Was it because of the exercise 
of “countervailing power’’ that “in sharp con 
trast with most other types of business, the early 
lepression years were favorable to the great 
chain stores’’? Or did the dey ression reduce in 
comes and working time, so as to make con 
veniences and comforts of older distribution 
methods unobtainable luxuries 


Is it true that “there are strong unions in the 


United States only where markets are served by 
strong corporations’? After 1945 the automo- 
bile union demanded wage increases without in- 
creases in automobile prices. Following the wage 
increase, was there any showing that the union 
continued resisting price changes? Galbraith 
recognizes that “under inflationary pressure the 
whole structure of countervailing power dis 
solves.” But, apart from general “inflationary 
pressure,”’ is it certain that countervailing power 
can advance unless market circumstances per 
mit expansion? “Strong unions’’ dealing with 
‘strong corporations” are largely developments 
since 1935. The statement that “the Great De- 
pression of the thirties never came to an end” 
has a ring of truth; but it covers up important 
details of rising activity (save for short dips) 
after 1935. Have “strong unions,” nurtured dur 
ing this period, reduced the “original power’ or 
veiled more power than they have countered? 
Phe theory of countervailing power calls forth 
such questions, but they are not yet answered. 

Galbraith carefully says that he does “not 
advance the theory of countervailing power as a 
monolithic explanation of trade union organiza- 
tion.’’ His sage remarks that “‘it is a wise econo- 
mist who recognizes the scope of his own gen- 
eralizations . . . countervailing power . . . is not 
universally effective’’ should not be overlooked. 
With these notes of caution, the theory of coun- 
tervailing power probably has still greater sig 
nificance as a stimulus to further analysis than 
it acquires in its initial form. 


C. L. CHRISTENSON 
Indiana University 
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A collection of readings designed to supplement any standard textbook in elementary economics. 
The aim of the text is to give a student well-argued and well-written material that: gives him 
first-hand acquaintance with the mainstreams of economic thinking in recent vears,; introduces 
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remobilization. 
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Administration of National Economic Control 
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THE MACMILLAN COMPANY 


MACMILLAN 
| 
60 FIFTH AVE., NEW YORK 11, N-Y. 


JOURNAL OF FARM ECONOMICS 


PUBLISHED BY 
THE AMERICAN FARM ECONOMIC 
ASSCCIATION 


Editor: LAWRENCE W. WITT 
Michigan State College, East Lansing, Michigen 


Vol. XXXIV MAY, 1952 Ne. 2 


(manos IN Scace Commerctat ann 
Kenneth L. Bachman 
Soctat Tt mat Poucy 
Walter W. Wileos 
Kari Brandt 
Diact seton WH. Nicholls 
Reakwament BE. J. Working 
Disc A. H. Parsons 
Revier Ernest Peder 
fae Lee or Commoorry Excuanoes rae lowa Gaarw 
C.D. Christensen 


This Journal, a quarterly, contains additional 
articles, notes, reviews of books, and a list of re 
cent publications and is published in February 
May, August, and November by the American 
Farm Economic Association. Yearly subscription 
$5 


Secretory-Treasuvrer: DON PAARLBERG 


AG HALL ANNEX 
PURDUE UNIVERSITY LAFAYETTE, INDIANA 


THE REVIEW OF 
ECONOMIC STUDIES 


Contents of No. &9, Vol. XIX (No. 2) 
1951-52 


Simple Transaction Models, Information and Com 
puting ~ Richard Stowe 


An Engineer's View of the Problem of Foonomic 
Stability and Economic Regulation 4. Tustin 


Some Cambridge Controversies in Monetary Theory 
arry G Johnson 
Comments on Mr Johnson's Notes 
DH Robertson 
The Factor Price Equalisation Myth 
Jamesandl F Peane 
A Comment on Factor Price Equalisation 
Paul A Samuelson 
The Existence-( onditions of a Total Utility Func 
tion Jean Ville 


Anoua! Subscription, 15s per vol. (4 issues) post free 
$5. per issue, 553d t free 
U.S.A. and Canada, $4 per vol 

Back Number Rates on Application to Secretary 


With Vol. XVI (1), the REVIEW reverts to three 
issues per volume. The new subscription rates appear 
above. Editorial communications should be sent to 
G. Dorrance, Review of Economic Studies, London 
Schoo! of Economics, Houghton Street, Aldwych, 
London, W.C. 2. Articles from the U.S.A. and Canada 
should be sent to P. A. Samuelson, Massachusetts 
Institute of Technology, Cambridge, Mass. Al! other 
communications to the Secretary, Review of Economic 
Studies, 4, Trumpington Street, Cambridge, England 


Cheques should be made payable to the Review of 
Economic Studies 


THE MANCHESTER SCHOOL 


of Economic and Social Studies 


Vol. XX, No. 1 Jonvory 1952 


CONTENTS 


Science in the Study of Administration 
WJ. M. Mackenzie 
British Social! Income Estimates, 1938-1950 
J. Mars 
Voting Behaviour in Droylsden in October, 
1951 
P. Campbell, D. Donnison and A. Potter 


On the Political Economy of Backwardness 
P. A. Baran 

Remedies for Cyclical Unemployment in the 
North-East J. Sykes 


* 


“THE MANCHESTER SCHOOL" is published three 
times a year. The annua! subscription is Sfteen shil- 
lings (transatlantic subscriptions, 3 U.S. dollars), post 
free. Single copies, six shillings (1 U.S. dollar), post free 
Subscriptions to be sent to the Secretary, “The 
Manchester School,” Economics Department, The 
University, Manchester 15, England 


THE 


QUARTERLY 
JOURNAL OF 
ECONOMICS 


FOUNDED 1886 


Vol. LXV! MAY, 1952 No. 2 


A Close-up of the Soviet Fourth Five-Year Plan 
Naum Jasny 
The Easeatial Properties of Interest and Money 
Abha P. Lerner 
Program Patterns and Preferences, and the Workabulity 
of Competition in Radio Broadcasting 
Peter O. Stevner 
Profit Standards Nail H. Jacoby 
Real aud Monetary Factors in the Determination of 
Employment Levels Vera Lute 
Guideposts for Reciprocal Trade Police 
B. Krams 
Notes and Discussions 
Long-Range Cost Hatimates for Old-Age Insurance 
Comment Robert J. Myers 
Reply 
Charles Kullingeworth and Gertrude Schroeder 
The Test Which Inventions Must Pass: A Cor- 
rection J. Felner 
Recent Publications 


PUBLISHED BY HARVARD UNIVERSITY 
Cambridge, Massachusetts 


$1.25 per copy $5.00 a year 


rer. 
Pe 

in 

= 

4 

6 4 

7 

— BE. 

= 

= |; 


THE 
ECONOMIC RECORD 


The Journal of the Economic Society 
of Australia and New Zealand 


Published half yearly, from 1952in May and November 
SELECTIONS FROM CONTENTS, 
DECEMBER, 1981 
Some Foonomic Aspect of the Fixation of Hours and 

/ Cameron 
hange for an Entrepreneur Produc 
odities for an Imperfectly ( ompetitive 
wdity Market S. Seper 
na (hutlay in Australia Kon Hiteser 
neome and Wages Policy—the New Zealant 
\ 7 Baker and HG Lang 
the Incidence of (Company Tax under the 
tr n New Zealand 

Rosenbers 
of Wellare Economics (Keview 
Kingsley Lager 

News, Notes, Reviews 


Asthe Journa! of the Economic Society of Australia 
and New /ealand, The Economic Kecord is the main 
source for those interested in discussion, at the profes 
siona! level, of economic problems in those countries; 
but it is not contined to local subjects or loca! authors 
It includes articles of genera! interest in the teld of 
theoretical and descriptive economics, econometrics and 
economic history 

Single copies, 6 Shillings (Australian) 

Annual! Subscription, 12 Shillings (Australian 


Subscriptions showld be sent to 
THE MANAGER 


The Melbourne University Press 
MELBOURNE, N.3., VICTORIA, AUSTRALIA 


THE CANADIAN JOURNAL 
OF ECONOMICS 
AND POLITICAL SCIENCE 


The Quarterly Journal of the Canadian 
Political Science Association 


Vol. XVIIL, No. 2 CONTENTS May, 1952 


(ld Age Security in Canada: Changing Attitudes 
Elseabeth Wallace 


Keceut Canadian Eronomue Policy: Some Alternatives 
H.C. Bastman 

Natiouslizstion of British Lodustry Mary E. Murphy 

The Theory of the Consumer Price Level Sidney Weintraub 


The Cost-Profit Relationship in » Soviet Industrial Firm 
H gE Ronimows 


Human Society and Scientific Law Th. Geiger 
Notes and Memoranda, Review Articles, Reviews, Bibliog- 
of Cauadian Ecouomices 
Aonual subscriptions, $4.00 
Single copies, $1.00 
Subscriptions may be sent to 
THE UNIVERSITY OF TORONTO PRESS 


TORONTO, CANADA 


Political Realism 
and 


Political Idealism 
by John H. Herz 


Awarded the Woodrow Wilson 
Award for 1951 as the “best pub- 
lication of the year in the fleld of 
government and democracy.” 


Realism and idealism are the two ex- 
tremes which have traditionally character- 
wed political theories and the motives for 
political action. Professor Herz shows how 
an adequate understanding of the history 
and nature of this opposition can provide 
us with intelligent principles for directing 


political action 2SS pages. $3.75 


LER) University of Chicago Press 
5750 Ellis Avenue 
Chicago 37, Minols 


THE SOUTH AFRICAN JOURNAL 
OF ECONOMICS 


Editor: C. 8. Ricmaaps (Managing Editor) 
W. J. Busscmac H. M. Rosesrson 


Contents of Volume 20, Number 1 
March, 1952 


InpusTRiat Recations in Sourm Arnica (Review 
Artucle) Guy Routh 
UPON THE PResent State oF Narionat 
Income De rion OU. P. PF. Horwood 
Tae Textice in rae Union oF 
P. J... Cronje 
TRANSPORTATION IN THK AmeRican Economy (Re- 
view Article) J.C. Laight 
Professor H. W. J. Wiynholds 
Tue or Money Professor WH. Huti 
Tae Porcre of rae Minine 
H. Oppenhevmer 
Reviews: Union Orriciat Poeuications: Recent 
ano New 


Single copies at 7s. 6d hen 
“ai wal New Ageoey td and ll 


Overseas Agents for £1.50 per anoum aud 
single copies (7s. 6d. each) Messrs. Press 
Ltd., Mandeville Place, Loudon, W. 


Subscriptions to the Journal £1.5.0 per annum and en- 
uiries re advertisement tarifis to the Secretary, 
.O. Box 5316, J ; 


MESSRS. STAPLES PRESS LTD. 
Mandeville Place 
London, W. 1 


(Princ UNIVERSITY 
PRESS 


SOCIALISM 
AND AMERICAN LIFE 


Edited by DONALD DREW EGBERT ond STOW PERSONS 
for the Program in American Civilisation of Princeton University. 
Volume 1 consists of 14 chapters, each by a qualified specialist, 
tracing the history of socialiam in Europe and the United Siates 
and covering the relation of socialiam to American philosophy, evo- 
nomica, politics, sociology, literature, and art. Volume II, which is 
organized into short readacle essays, constitutes the most wide- 


Vol. I. Text. 816 pages, 61 sllustrations, 810.00 


Vol. II. Bibliography, 608 pages, $10.00 
Both volumes together, $27.50 


ECONOMIC ASPECTS 
OF ATOMIC POWER 


An exploratory study for the Cuwles Commission, ander the direc- 
tion of Sam H. Schurr and Jacob Marechak. Besides considering 
the long-range effects of atomic power on world economy, this 
book includes an analysis of its characteristics, and its future 
effects on residential heating and on the industries producing 
coal, oil, electricity, alaminem, iron and steel, building materials, 
and many other items. The final chapter discusses the possibilities 
ef atomic power in the industrialization of backward areas. 
“The most thorough appraisal yet publiched of what atomic 
power is lixely to amount to in the rext couple of generations.” — 
Neweweek. “Instead of promising pie in the sky, it talks about 
1] beuxite and uranium in Alabama, and makes them interesting.” — 
N.Y. Times. 96.00 


ayes 
$ 
y 
{' 
; 
| 
Me 
ranging though selective Dibllography On socialism Country 
and abroad ever publisbed. 
At your bookstore, PRINCETON UNIVERSITY PRESS 


‘Taxes and Your Telephone 7 


A considerable part of the money you pay for telephone 
service goes right out in taxes. In fact, the total telephone 
tax bill last year averaged $2.70 per month for every Bell 

telephone in the country. It will be even higher this year. 

Taxes are necessary ... you couldn’t run a city, state 
or nation without them. But they do mount up. 


BELL TELEPHONE SYSTEM @ 


\ | 
| 
| 


